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TUESDAY, DECEMBER 18, 1956 


Unttep States Senate, 
CoMMITTEE ON BANKING AND CURRENCY, 
Suscommitree on Hovustne, 
Washington, D. C. 

The subcommittee met, pursuant to call, in room 301, Senate Office 
Building, at 10 a. m., Senator John Sparkman (chairman of the sub- 
committee) presiding. 

Present: Senator Sparkman. 

Also present : Jack Carter, staff director, Subcommittee on Housing ; 
James B. Cash, Jr., staff member, Committee on Banking and Cur- 
rency ; and Milton P. Semer, chief counsel, Subcommittee on Housing. 

Senator SparKMAN. Let the subcommittee come to order, please. 
I hope that one or more Senators may join us a little later in these 
hearings. Unfortunately, most of the members of the subcommittee 
are still in their home States and could not find it convenient to be 
here, but I do hope that one or more may come in. However, I think 
it is well'to get started. 

This hearing has been called in order.to give interested witnesses, 
including the administration, an opportunity to submit direct testi- 
mony before the appropriate legislative committee on the question 
raised by Reorganization Plan No. 2 of 1956. 

Most witnesses will recall that hearings were held on Reorganiza- 
tion Plan No. 2 by a subcommittee of the Senate Committee on Gov- 
ernment Operations on June 27, 1956, and by a subcommittee of the 
House Committee on Government Operations on June 26, 1956. On 
July 5, the House of Representatives passed House Resolution 541. 
By this action, Reorganization Plan No. 2 of 1956 was disapproved. 

Both House and Senate reports on this subject indicated the need 
for further study and hearings on the subject matter of Reorganiza- 
tion Plan No.2. During the Sete hearings I indicated that Poa 
direct the staff of the Senate Subcommittee on Housing to make a 
study of this problem and to submit a ee This report has been 
submitted and copies have been forwarded to each of the witnesses. 

I anticipate that the bulk of the testimony today will concern itself 
with the staff report and particularly the recommendations of the 
staff which appear on pages 26 and 27 of that report. It is not my 
purpose to restrict testimony to these recommendations and I hope 
that if witnesses have other points they wish to make they will feel 
free to do so. 

Let me add that this hearing does not deal necessarily with the 
strict provisions of Reorganization Plan 2, but to any matters that 
anyone might suggest toward the improvement of the service to be 
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rendered by the Home Loan Bank Board and its system of savings 
and loan institutions throughout the country. I hope that everyone 
will regard the hearings as most informal and feel free to participate 
on that basis. 

I feel that the staff study which I have previously referred to and 
this hearing will satisfy the commitment I made to the chairman of 
the Subcommittee on Reorganization of the Committee on Government 
Operations. Presently, I am not aware of the intentions the admin- 
istration might have in regard to a resubmission of a plan similar to 
Reorganization Plan 2. Neither do I know whether or not any Mem- 
ber of Congress plans to introduce legislation on this subject. 

If such a plan is submitted by the administration or if legislation 
dealing.with this matter is introduced, this hearing may serve as 
background material for such proposed legislation. 

We have with us this morning Mr. Percival F. Brundage, the Di- 
rector of the Bureau of the Budget. He is accompanied by some of 
his assistants. Mr. Brundage has another appointment which will 
require him to leave quite early. We will, therefore, open the hear- 
ings. with his statement. 

Ve are happy to have you as a witness, Mr, Brundage. Please pro- 
ceed in your own way. 


STATEMENT OF PERCIVAL F. BRUNDAGE, DIRECTOR; ACCOM- 
PANIED BY HAROLD SEIDMAN, ASSISTANT CHIEF, GOVERNMENT 
ORGANIZATION BRANCH, OFFICE OF MANAGEMENT AND ORGAN- 
IZATION; AND JOSEPH E. REEVE, ASSISTANT DIVISION CHIEF 
(SPECIAL PROJECTS), COMMERCE AND FINANCE DIVISION, 
BUREAU OF THE BUDGET 


Mr. Bronpace. Thank you very much, Mr. Chairman. 
Mr. Chairman and members of the committee, I appreciate the op- 
portunity to appear before your committee to discuss matters relatin 
to the Federal Home Loan Bank Board and the Federal Savings an 
Loan Insurance Corporation. 

On May 17, 1956, the President transmitted to the Congress Reor- 
ganization Plan No. 2 of 1956, which would have transferred the man- 
agement of the Corporation from the Federal Home Loan Bank Board 
to a new and separate board of ‘trustees. While a resolution disap- 
proving the President’s plan was aren by the Congress, this com- 
mittee undertook to investigate further the problems raised’ by the 
reorganization plan, I am happy to present to your committee the 
Bureau of the Budget’s views on this subject. G | #05 

The Bureau of the Budget believes the President’s reorganization 
plan still represents a sound and workable solution to the ‘problem of 
providing the most effective protection of the Government’s and the 
public’s interest in the insurance program. ‘The plan offered a solution 
which could have quickly been put into effect. Further argument in 
support of the plan ‘and’an explanation of the details of its worki 
have been submitted to your committee in response to the chairman’s 
letter of August 14, 1956. Since the Congress rejected the reorgani- 
zation plan, the Bureau of the Budget hopes that the same general 
objectives will be accomplished by legislation. a Rey 
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We believe steps should be taken now to strengthen the organization 
and administration of the Federal Home Loan Bank System and the 
Federal Savings and Loan Insurance Corporation. The tremendous 
growth of the savings and loan industry during the last decade makes 
such action necessary. With the growth of the industry, the problems 
of supervising and directing the Federal Home Loan Bank System 
and the Federal Savings and Loan Insurance Corporation have in- 
creased in scope and complexity. We believe that changes in existing 
organizational arrangements are now required to assure the most 
effective administration of the several programs for which the Federal 
Home Loan Bank Board is at present by law responsible. 

As the committee is well aware, our home-mortgage debt is now five 
times the 1945 year-end level. Savings and loan associations are the 
largest single source of home-mortgage funds. Unlike other major 
types of financial institutions, well over 90 percent of their earning 
assets are invested. in real-estate mortgages. 

Insurance of share accounts by the Federal Government has been 
one of the major incentives for savers to invest in savings and loan 
associations. VORREnS largely for competitive reasons, over a 
thousand savings and loan associations whose accounts had not been 
previously insured, have applied for and obtained insurance since 
1945, when the present real-estate boom started. By June 30, 1956, 
outstanding mortgage loans of the 3,600 insured associations were 
about 8 times as high as in 1945 and were roughly equal to the insured 
liability of $32.1 billion, Over three-quarters of these mortgage loans 
are not insured or guaranteed by Federal agencies, with their security 
depending solely upon the soundness of the borrowers and assets 
themselves. 

The phenomenal continuing growth of these imsured institutions, 
and the character of their assets emphasize the importance of the 
responsibilities vested by law in the Federal Savings and Loan Insur- 
ance Corporation, particularly the supervision and examination of 
insured. institutions... The.Corporation has a duty to require such 
examinations of insured institutions as may in its judgment be “neces- 
sary for its protection and the protection of other insured institutions” 
and to take steps, through the appropriate supervisory body, to secure 
such corrective action as may be indicated. 

A. few comments.may be appropriate at this time on one of the 
conclusions in the staff report Of your subcommittee : 

The Bureau of.the Budget, which raised the question of the adequacy of 
reserves of the FSLIC, should state formally on behalf of the administration 
whether in its opinion the present reserves are adequate, and should forward 
to the Housing Subcommittee at the earliest practicable time recommendations 
for increasing those reserves if they are considered inadequate, 

In emphasizing the role of examination and supervision in the pro- 
tection of the Corporation andthe holders of share accounts, I noted 
that in recent years effective examination and supervision have become 
even more important because the reserves and undivided profits of the 
associations are now a smaller, percentage of their visk assets and 
because the capital accounts of the Corporation itself are likewise a 
smaller percentage of the insured liability, In other words, the less the 
equity, the more important is careful scrutiny and effective action to 
minimize the possibility of losses. : 

The Bureau of the Budget does not profess to know exactly what 
reserves would be adequate for the! protection of the FSLIC,. The 
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Congress in the basie legislation in 1934 required payment of insur- 
ance premiums by all insured associations until the Corporation had 
built up a reserve fund equal to 5 percent of the insured liabilities. As 
of June 30, 1956, the $197 million in this fund represented 0.61 per- 
cent of the insured liability of $32.1 billion. Total capital accounts, 
including Government-owned capital stock, amounted to 0.8 percent 
of the insured liability. In 1950, the premium rate was reduced by 
one-third by law, and half of the reduced net income was diverted 
to retirement of the federally owned stock. As a result, in the past 6 
years, total capital protection has grown, but the rate of growth has 
yeen so much slower than the growth of the insured liability that the 
relative protection has declined from 1.8 percent to 0.8 percent. 

In view of these trends and the relatively more favorable reserve 
position of the Federal Deposit Insurance Corporation, we believe 
that your committee may wish to recommend that an independent 
study be made of the question comparable to the study of the adequacy 
of the reserves of the FHA mutual mortgage insurance fund made by 
Dr. Ernest Fisher and Chester M. Rapkin, pursuant to recommenda- 
tions of the President’s Advisory Committee on Housing Policies and 
Problems and the second Hoover Commission. 

The primary objective of Reorganization Plan No. 2 of 1956 was 
to bring about certain basic improvements in the organization and 
administration of the Federal Home Loan Bank System and the 
Federal Savings and Loan Insurance Corporation. These improve- 
ments were regarded as needed to assure the most effective protection 
of the interests of the Government, the holders of insured accounts, 
and the industry. Under the plan, the Bank Board would have been 
relieved of responsibility for the insurance program which would 
have become the full-time responsibility of a separate board of trus- 
tees. At the same time, the Bank Board would’ have been able to 
concentrate completely on its increasingly important duties with re- 
spect to the supervision and regulation of the Federal home-loan 
banks, the chartering, supervision, and regulation of Federal savings 
and loan associations, and the maintenance of a stable flow of funds 
for home financing. 

The President’s reorganization plan was in keeping with recom- 
mendations of both the second Hoover Commission and the General 
Accounting Office. The Comptroller General, in a letter to this com- 
mittee dated September 24, 1956, expressed the view that— 
additional protection would result from the management of the Corporation 
by a separate board of trustees composed of members well qualified by experience. 

While there may be disagreement as to methods, there is general 
agreement on the part of both the industry and the Government that 
the organization and administration of the Federal Home Loan Bank 
System and the insurance m need to be strengthened. We 
understand that the Federal me Loan Bank Board has already 
taken steps, within the limits of its present statutory authority, to 
eliminate or mitigate specific weaknesses disclosed during the hearings 
on Reorganization Plan No. 2. For example, the Board is now main- 
taining separate minutes when it acts on behalf of the Insurance 
Corporation and has revised procedures for the examination of 
insured State-chartered associations. The Bureau of the Budget, 
the General Accounting Office, the National Savings and Loan League, 
the United States Savings and Loan League, and the staff report 
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of this committee all concur in the recommendation that supervisory 
functions should be removed within a reasonable time from the re- 
gional Federal. home-loan banks. The Bureau of the Budget, the 
General. Accounting Office, and the two industry associations are in 
agreement, that the credit and chartering functions of the Federal 
Home Loan Bank Board under the Federal Home Loan Bank Act 
and the Home Owners Loan Act should be kept separate and distinct 
in their. administration from the insuring functions under the 
National Housing Act. 

As indicated in our previous testimony, we do not. regard the remedy 
proposed in Reorganization Plan No. 2 as the only possible means 
for accomplishing the desired objectives. For example, the United 
States Savings and Loan League has submitted to your committee 
a constructive proposal for the reorganization of the Federal Home 
Loan Bank Board which merits serious study. The league’s recom- 
mendation calls for the establishment of four separate operating divi- 
sions under the Bank Board each headed by a strong executive with 
authority to administer his program, subject to policy direction and 
supervision by the Board. Under the league’s plan, the Board would 
be concerned primarily with policy matters and would not become 
involved in day-to-day operations. 

The Bureau of the Budget stands ready to cooperate fully with the 
Congress, the Federal Home Loan Bank Board, and the industry in 
developing; legislation which will satisfactorily achieve the basic 
objectives sought by Reorganization Plan No. 2 of 1956. We are con- 
fident that agreement can be reached on a plan which will provide 
the urgently needed strengthening of the organization and admin- 
istration of the Federal Home Loan Bank System and the Federal 
Savings and. Loan Insurance Corporation, as well as any necessary 
changes in the basic statutes affecting these institutions. 

Senator Sparkman. Thank you, Mr. Brundage. I appreciate the 
very clear and fine statement that you have given us. I am going to 
ask Mr. Carter, staff director of this subcommittee, if he has any 
questions he would like to ask before you leave here. 

Mr. Brunpage. All right. 

Mr. Carrer. Mr. Brundage, I do have one or two questions. 

Would you care to comment on and point out more specifically 
some of the recommendations found on pages 26 and 27 of the staff 
study? If I can sum up the study and conclusions we arrive at as 
a result of the study, I believe we felt there were a number of im- 
provements which could be made in the System, but that it was not 
necessary to separate the Federal Savings and Loan Insurance Corpo- 
ration from the Home Loan Bank Board in order to accomplish them. 

You mentioned in your statement, for example, that the -examina- 
tion and supervision procedure could be strengthened. We agree 
with you on that. 

On the question of reserves, I notice you recommend a mepsrate 
study. I think that is probably a good idea. I wondered whether 
the Bureau of the Budget takes the position that there should still 
be a separation of these two agencies, or whether there should be im- 
provement without necessarily a separation ? 

Mr. Brunpage. If you can attain. the objectives we set-forth in 
some other way, we do not hold to any particular plan at all. 
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Senator Sparkman. In that connection, let me say this: I notice 
that the recommendation is made with emphasis in reference to the 
United States Savings and Loan League. As I understand it, you 
rather approve of their plan and yet, if I understood it correctly, it 
does not call for a separation of the functions, but a reorganization 
within the Board which would give operating duties to the four strong 
executives you described. 

Mr. Brounpace. I think that is a good part of their program— 
these four top executives, who would be well paid and who should 
operate independent of the Board but subject to it on basic policy 
matters. 

Mr. Casn. Does that require legislation, Mr. Brundage? 

Mr. Brunpaece. Yes. 

Senator SparkMAN. That would separate the functions on the oper- 
ating level, but not on the policymaking level, as I understand it. 

Mr. Brunpace. That is right, yes. Ordinarily, in other depart- 
ments of the Government and in business you find a separation of 
the insurance function from other functions. That is why our first 
reaction was that here we have these two institutions and they ought 
to be separated and ought to be handled by separate boards, and that 
would give an additional internal check and control on the safety. of 
the operations. But I am always happy to accept modifications in 
proposals that accomplish the same result. 

Mr. Carter. One of the conclusions we reached, was that if there 
was separation of the Corporation and the Board, and the relative 
functions of those 2 organizations were maintained, we might very 
well have 2 independent agencies which must pass on separate ques- 
tions, both of which must be answered before a final step could be 
taken—mainly, the chartering of an organization. If you have 2 
separate organizations, each of which must act independently. I think 
at some time or other there may be disagreements, and those 2 organi- 
zations may never get together. We concluded that what might hap- 
pen was the Federal Savings and Loan. Insurance Corporation shang 
the chartering power could, in effect, veto the actions by the Board, 
and would hold a veto power over the actions of the Board by refusing 
to insure an organization. This would in effect reverse the positions 
of the Federal Savings and Loan Insurance Corporation and the 
Board. Presently, the Board is the top management, you might say, 
and the Federal Savings and Loan Insurance Corporation is an oper- 
ating arm of that management. 

If we had two independent agencies, each with a separate function 
and a separate responsibility, it very well may be found that the Fed- 
eral Savings and Loan Insurance Corporation would be in a position 
to veto every action taken by the Board with respect to federally 
chartered organizations. 

Mr. Brunpaee. I would put it, I think, that you would have another 
board which would review the facts on which the Bank Board had 
acted, plus additional facts perhaps and might come to a different 
conclusion. But when the liability of United States Government is 
involved and when you are eek in such huge figures—I think it 
might be a very wholesome doublecheck. 

My only possible criticism of your report is the way in which you 
say that the desirability of reorganization has not been established 
and the separation is not warranted. I think you might feel it has 
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not been established, but I question that I would agree with the latter 
part of that statement. 

Mr. Carter. We have a number of pages of argument which we 
feel substantiate that fact. 

Mr. Brunpage. I know. 

Mr. Carrer. If you wish we can get into that point by point. 

Mr. Brunpace. I brought Mr. Harold Seidman of our staff, who is 
particularly responsible in this area. 1 thought perhaps after the 
other witnesses ‘had appeared he might say something, as I did not 
want to hold up their testimony. 

Mr. Casu. I think it would be very helpful to everyone concerned 
with this question if someone could cite, something spree to indicate 
in what way the Insurance Corporation is hampered in the perform- 
ance of its duties under the present arrangement. In the hearings that 
were held in the last. session, and in the replies to our questionnaires, 
I have been unable to find any showing that: the Insurance Corpora- 
tion is hampered by the present organization. 

Mr. Brunpace. [ don't think it is hampered. I don’t think anybody 
suggested it is hampered. Insurance is just a, little too easy because 
there is not any. double examination. That is all. There is not an 
independent review. 

Mr. Casu, But responsibility for the actions of that corporation is 
now fixed in the Board; is it not? 

Mr. Brunpage. Yes. 

Mr. Cas. So you can fix responsibility for the success or failure of 
the insurance function. 

Mr. Brunvace. However, in a corporation the comptroller is ordi- 
narily considered as the check on the treasurer, and if the treasurer is 
also comptroller he does not have the same check on himself as if it is 
somebody else. That is the essential problem. 

Mr. Carrer. You do have the check of the Board in the Insurance 
Corporation’s recommendations, though. That is, the Board must 
approve the Insurance Corporation’s recommendations, and at the 
same time-—— 

Mr. Brunpace. But it is the same board. They are approving 
themselves. My right hand is approving what my left hand does. 

Mr. Carrer. The president. of Snueat Motors approves a decision 
made by his subordinates, too; does he not ? 

Mr. Brunpace, Well, ordinarily——- 

Senator SparkmaAN. What he means here is, the same board that 
passes on the insurance matters approves it later on. 

Mr. Brunpace. Yes. 

Senator SparkMaN. But you have the same board taking both steps. 

_ Here is the thing that puzzles me: I must say when the reorganiza- 
tion plan was before us'last year I was never able to find what I con- 
sidered a substantial reason for the reorganization. Frankly, I did 
not think it fitted in with the overall pu for which the Reorgan- 
ization Act was passed. However, aside from that, you mentioned 
here that in effect these matters are passed upon just one time. There 
is nobody to check and doublecheck. 

Lam t ee a comparison with Federal Deposit Insurance 
Corporation. We have : board there that passes on these-imatters. 
If the Comptroller of the Currency decides that a bank should be 
established there is;no one who checks on his determination. The 
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Federal Deposit Insurance Corporation is required to insure and 
FDIC has no right to check and doublecheck. If the Federal Re- 
serve passes upon a bank the Federal Deposit Insurance Corporation 
has no opportunity to check. Ifa State bank is brought up for insur- 
ance by the Federal Deposit Insurance Corporation, the Federal De- 
posit Insurance Corporation Board passes on the whole matter and 
there is no doublecheck there. 

I do not see how your analogy quite applies. 

Mr. Brunpace. I do not think that is quite a correct presentation. 

Senator Sparkman. Please correct: me then. 

Mr. Brounpacr. Senator, the Board of the Federal Deposit Insur- 
ance Corporation can have an examination made, and if they determine 
that it is not safe they do not have to insure it, as I understand it. 

Senator Sparkman. Is that true on the national banks? 

Mr. Sempman. Mr. Chairman, may I explain this difference? 

Mr. Brunpace. Mr. Seidman. 

Mr. SerpMan. It is true as far as the granting of insurance is con- 
cerned by the Federal Deposit Insurance Corporation that it is auto- 
matic if a bank either becomes a member of the Federal Reserve 
System or a charter is granted by the Comptroller of the Currency to 
a national bank. 

As far as the nonmember State-chartered institutions are concerned, 
of course, the complete discretion is in the Federal Deposit Insurance 
Corporation. 

Senator Sparkman. That. is correct. 

Mr. SeipmMan. To determine whether there is insurance or not. As 
far as the nonmember State-chartered institutions are concerned, there 
is a difference between the Federal Savings and Lean Insurance Cor- 
poration and the Federal Deposit Insurance Corporation. However, 
if it comes on the other 

Senator SparkMAN. Wait just a minute. Not so far as the Federal 
Government is concerned. In other words, the State government de- 
cides whether or not it will grant a charter. Then the Federal 
Deposit Insurance Corporation checks that. 

Mr. Seripman. That is correct. 

Senator Sparkman. So there is a doublecheck as between the State 
and the Federal Deposit Insurance Corporation, but not within the 
Federal setup. 

Mr. Seman. That is correct, except that I think there is a differ- 
ence where you have an independent agency. After all, they must 
seek the views of. the Federal Deposit Insurance Corporation, and 
they do before they either admit to membership in the Federal Reserve 
System or grant a national bank charter. This being an independent 
board, if there was a disagreement I think the attitude toward that 
disagreement would be bend gm than if it were a board which 
were merely a subordinate body to either the Federal Reserve Board 
or the Comptroller of the Currency. i 

Senator Sparkman. You mean if the Federal Reserve is considering 
the bringing in of a bank, that before it acts it will advise with the 
Federal Deposit Insurance Corporation? . 

Mr. Sempman. Yes, and so will the Comptroller of the Currency. 
They obtain the views of the Federal Deposit Insurance ion. 

Senator Sparkman. May I give an example that came to my atten- 
tion just recently in my own State, where an application was made 
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for a State charter. The State approved the application. The appli- 
eation was then sent to Atlanta, Ga., where it was forwarded to the 
Federal Deposit Insurance Corporation. The Federal Deposit In- 
surance Corporation disapproved the application. The bank imme- 
diately made application to the Federal Reserve. The Federal Re- 
serve approved the application, admitted the bank and the Federal 
Deposit Insurance Corporation automatically insured the bank’s 
funds. 

Mr. Serpoman. That is possible. 

Senator Sparkman. I donot know. There may have been checking, 
but it seems rather strange that the Federal Deposit Insurance Cor- 
poration would, one week, disapprove a bank and then a week or so 
later, after the Federal Reserve approved the bank, it would be 
approved by the FDIC. 

Mr. Sxmman. The Federal Reserve is not governed by the views 
expressed by the Federal Deposit Insurance Corporation. 

Senator SparKMAN. No, 

Mr. Seman. I think there is one difference too, which I think is 
an essential feature of the proposal, and that is on examination and 
supervision.» Of course, the Federal Deposit Insurance Corporation 
has the right to go in and examine any insured institution. This was 
by amendment, I think, in 1950. At that time, as you will recall, the 
Federal Deposit Insurance Corporation always stressed that the right 
to examine imsured institutions is one of the most important factors 
necessary for the protection of the insurance fund. 

Mr. Carter. We agree with you on that. 

Senator SParkMAN. But may I ask you a practical question now? 


Even though the Federal Deposit Insurance Corporation has that right 
and insists on that ight, if a national bank is chartered can the Federal 


Deposit Insurance Corporation refuse to insure ? 

Mr. Sripman. They cannot refuse to insure, but if a bank does not 
maintain the standards of insurability on the basis of examinations 
either made by the Comptroller of the Currency or special examination 
by the Federal Deposit Insurance Corporation the FDIC can move 
for termination of the insurance. 

Mr. Carrer. But how often does that occur ? 

Mr. Sempman. It does not occur very often. 

Mr. Carter. It does not occur very frequently. 

Mr. Sempman. But sometimes if you have the authority to do some- 
thing you do not have to exercise it. 

Senator Sparkman. I want to be certain I understood you correctly. 
You say the Federal Deposit Insurance Corporation could move to 
terminate the insurance ? 

Mr. Semman. That is right. 

Senator Sparkman. Sometimes I wonder if the Federal Deposit 
Insurance Corporation ever terminates insurance for cause, because 
we run into some cases where it seems they should have terminated that 
insurance and did not do so. Cannot the Federal Savings and Loan 
Insurance Corporation terminate the insurance here? 

Mr. Seman. A move to terminate the insurance would have to 
come from the Home Loan Bank! Board acting for the Corporation. 
I think this is one of the sources of confusion. The Federal Savings 
and Loan Insuratice Corporation is a headless corporation. It” is 
unique. It is not the same as having the same individuals serve in two 
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capacities. In other words, you can have the same individuals serve 
on two boards of directors, but there is no board of directors of the 
Federal Savings and Loan Insurance Corporation. The functions 
have been put in a board which has many other diverse responsibilities. 

Mr. Casu. In what way is that organizationally bad? Is not the 
responsibility, whatever it may be, now fixed ? ; 

Mr. Serman. I think it is because when a matter relating to 
the Insurance Corporation comes up, you do not have the action on 
it from the insurance point of view. In terms of the interests of the 
Government when it is a question involving chartering it is best to 
bring the Board’s views to bear on that, and when it is a matter 
relating to insurance the emphasis should be on that. Other matters 
may be considered. I think the result is that the interests of the 
insurance program in our view, looking back, have not received the 
emphasis under the present organizational oa that they 
would under either the proposals of the United States League, or 
the reorganization plan. For example, the examination of the State- 
chartered institutions, is a matter of primary concern to the Insurance 
Corporation. Actually the Board’s authority with res to the 
examination of State-chartered institutions is so limited that they 
ean make such an examination only when they make a finding that 
the State examination is inadequate. I think the confusion between 
these two statutory responsibilities is reflected in what happened. 

Mr. Casu. Is that not a criticism perhaps of management itself, 
rather than the system of management ? 

Mr. Sempman. I think it is a criticism of the system of management. 
The Bank Board has two responsibilities. In one capacity it has no 
direct responsibilities for examination of State-chartered institutions, 
and they only go in when they make a finding of ee in the 
State examination. On the other hand, the Insurance ae 
has a responsiblity and a duty to make such examinations of insured 
State-chartered institutions as are for the protection of 
other insured institutions and of the fund. I think the letter in your 
staff caer fully documents what happened, and I think this is the 
example. 

Mr. Casu. What I have been seeking is an illustration or example 
of what would be done differently, or what would have been done 
differently if the ee plan had been put into effect. What 
ehanges would be made? 

Mr. Sempman. I do not think you could always predict exactly what 
would happend, but I think it would be highly unlikely that the 
Insurance Corporation under its own ent would have ever 
agreed to aoe away with the examination of State-chartered i | 
institutions. I donot think that would ever have happened, nor would 
they have entered into arrangements with the State authorities and 
sone to supervisory arrangements which ‘were admittedly 
Inadequate. . ’ 

Mr. Casu. But that error has been at least partially corrected. 

Mr. Seman. Yes. . rio) sede tye a 

Senator Sparkman. By the way, one of the recommendations of the 
staff report related to that, did it not? ol 0 

_ np That is correct. 10 Si ged sie 

ator Sparkman. Which, if I understand it, is virtually in line 
with the suggestion you just made, — | a lon et il .Sipin 


- 
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Mr. Seman. That is exactly correct. 

Senator SparKMAN. Are there any further questions? 

Mr. Carrer. I am not 5 la clear yet, Mr. Seidman. 

Senator Sparkman. Mr. Brundage, you may feel free to leave at 
any time you care to.. We appreciate your staying with us and would 
be glad for you to stay, but, 1 know you are in some hurry. 

Mr. Brunpace. 1 would be glad to stay, but we still have a couple 
of more days of budget procedures, Thank you very much. 

Mr. Carrer. What bothers me, Mr. Seidman, is your recommenda- 
tion again seems to be that yn have two separate boards of trustees, 
each with independent authority—one to charter and the other to 
insure. Is that correct? 

Mr. Seman. That is not entirely correct, Mr. Carter. If you will 
refer to the Director’s testimony, as indicated in our previous testi- 
mony we do not regard the remedy proposed in Reorganization Plan 
No. 2 as the only possible means for accomplishing the desired objec- 
tives. For example, the United States Savings and Loan League 
submitted to your committee—— 

Mr. Carrer. But the United States Savings and Loan League’s 
recommendation calls for 1 board of trustees with 4 management 
heads. Is that right? 

Mr, Szipman. Yes, but it is an essential difference, I think, as the 
Director indicated. We are certainly prepared to consider it, and I 
think it has some benefits for other parts of the program other than 
the insurance program. ‘The league has come up with a very con- 
structive proposal. It is that the Home Loan Bank Board become 
primarily a policy board and be relieved of the operating responsibili- 
ties; also that the. insurance program and the other programs be set 
up as separate divisions subject. to the direction and supervision of 
the. Board, but with operating responsibility vested in each one of 
these divisions. This would conform more to the normal pattern. 

This is.a standard pattern of a Government corporation, for ex- 
ample, the St. Lawrence Seaway Development Corporation. The 
management of that Corporation is vested in the Administrator, 
subject. to the direction or supervision, of the President or the head 
of such agency. as he may designate. He designated the Secretary 
of the Army. The management of the. Corporation is not in the 
Secretary of the Army, but the Corporation operates within the normal 
administrative framework under his direction and supervision. There 
is a lot of merit in using the Bank Board as the policy-coordinating 
body and directing body, but not as the operating 4 

The: problem that, has.come. up, as we see it, is that the Board has 
been functioning in, many different. operating capacities. This has 
created problems in areas.other,than insurance which are mentioned 
in the report by the committee staff. 

L think basically this is.a problem very common to an expanding 
business. How do you organize for an expanding business?’ When 
you have.one store which you.can personally manage and the partners 
can. operate and run. themselves, you have one kind of organization 
and management problem. When it gets to be an R. H. Macy you 
have to organize quite differently to carry on the operation. That is 
what happened in this industry. bigherisi 

You cannot use the same kind of organization that was satisfactory 
for.a $10 billion business fora.$40 billion business. So this is basically 
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what we are trying to get at, and nothing’else. It is to get the kind 
of organization you need in terms of the present-day responsibilities 
of the Bank Board and the various programs which Congress estab- 
lished under the Board. 

Mr. Carrer. I would personally be more inclined to the league rec- 
ommendation than to Reorganization Plan No. 2; however, 1 would 
want the Board to comment on it first, and you recommend they do 
so in this report. But again I want to be clear on what our objection 
was to the two separate boards. It seems to us you had two separate 
functions, chartering and insurance, that go hand in hand, especially 
with the Federal savings & loan associations. You must have, or 
at least the law requires both of these things be accomplished before 
the charter is granted. Lf you have two separate boards of trustees, 
each with independent authority, I would gamble that sooner or later 
some argument will arise between the respective and particular com- 
mittees, and when that happens it might not be resolved. That would 
mean in my mind at least the Federal Savings and Loan Insurance 
Corporation would have a veto power over the Board. I don’t know 
whether that was your intention. 

Mr. Serpman. No; it was not. 

Mr. Carrer. Do you agree that that might happen? 

Mr. Seman. It could happen. I will say it is not a veto power 
in the usual sense because insurance is only one of the conditions which 
a Federal association must fulfill in order to obtain a charter. 

Mr. Carrer. That is right. What we are looking for in a Federal 
association is the ability to protect the deposits and to handle the 
money of the depositors. In order to get a charter the Board examines 
almost the same questions that the insurance corporation examines to 
qualify for either one—either the charter or the insurance. But the 
safety and security of the public money is what we are looking at 
and what the Board and the insurance corporation is looking at. They 
examine roughly the same questions and there probably is some differ- 
ence. 

Mr. Serpman. There is some difference. 

Mr. Carrer. But the end objective is to make sure that the applicant 
organization is a good organization which will not dissipate the sav- 
ings of the depositors. Is that not right? 

Mr. Seman. That is one of the objectives. I would say that the 
insurance corporation has the primary concern with that, but the 
Bank Board has to consider many other factors other than the sound- 
ness of the institution. 

That gets to another point. You can get overconservatism if you 
only look at the question of the risk involved, but one of the duties 
placed upon the Board is to take care of the financial needs. You 
Coed a question of whether a new association is needed in the com- 
munity. You may have a proposed association which is 100 percent 
financially sound but you do not want another institution in that 
community, or you have other factors which you may want to deal 
with. I think it is healthy sometimes to have an organization which 
brings different points of view to bear on the same problems. That 
is very common in government. . 

I think the basic point here is the question of where you want this 
decision made. We have a difference of view that should be recon- 
ciled. -I think this is a significant difference between the league 
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proposal and the present organization.» It would be entirely different, 
I think, if you had a board which is divorced from the operating 
responsibilities reconciling the differences of view. Under the league 
proposal you would have the differences of view brought out by the 
operating divisions, which is very helpful, and then reconciled at a 
higher level. 

Mr. Carrer: You seem to take the attitude that the Board is more 
concerned with chartering than anything else. 

Mr. Semwman. No. That is not the case. The Board has many 
other functions which we feel are highly important, and of which 
the chartering duty is only one. _ More important is maintaining the 
stable flow of funds for home financing. I think it is the most. im- 
portant current responsibility of the Board—the supervision of the 
Home Loan Bank System itself.» Chartering itself, was certainly 
much more important in the thirties than it is today. 

Mr. Casu. Then you do not. feel as strongly now, perhaps,.as you 
might have in the past, about this so-called conflict of interest that we 
heard so much about last summer ¢ 

Mr. Serpman. I think conflict of interest was an unfortunate term 
which, might we add, we picked up, and which has been used by others 
rather than by us. It was in quotations. I think competing interests 
would be a much better term. A conflict of interests we do feel exists 
at the level of supervision, which is another recommendation in which 
I think the staff report concurs. Vesting supervisory authority. in 
the home loan banks, I think, does fall under the term “conflict” or 
“possible conflict of interest.” But certainly the other problem is 
one of competing interests and emphasis—not necessarily conflict. 

Mr. Casu. Do you feel that most of the problems, as you see them, 
could be solved by changes below the Board level, let us say, in the 
executive line somewhere? Do you see flaws in the executive line 
that cause too much of a burden at the top ? 

Mr. Seman. I think the problem is that you still have a Board 
which has all of the operating responsibilities still placed on it, and 
which may have been a satisfactory form of organization for a rela- 
tively small industry, but it is not a satisfactory organization today 
for one of the major industries in the country. 

As I say, it is the problem of organizing for the conduct of an 
expanding business, which is a crucial problem both in Government 
and private industry. 

Senator Sparkman. Are there further questions or statements? 

Mr. Seman. No, Mr. Chairman. 

Senator SparkMAN, Thank you very much. 

Did you have anything to add? 

Mr. Reeve. No, sir; I am happy to have been here. 

Senator Sparkman. Thank you very much. 

Mr. Robertson, will you and your Board members come around 
and be seated ? | 

We have Mr. Albert J. Robertson, Chairman of the Federal Home 
Loan Bank Board, accompanied by the other two members of the 
Board, with whom we have been associated many times in the past, 
Mr. Ira Dixon, who formerly was chief clerk of the Banking and 
Currency Committee, and Mr. William J. Hallahan, who served in 
that capacity on they Slldune Snenndibten: 


85759—57—_2 
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Weare happy to have all three of you with us. 
Mr. Robertson, you have a prepared statement, please proceed in 
your own way. 


STATEMENT OF ALBERT J, ROBERTSON, CHAIRMAN, ACCOMPANIED 
BY IRA DIXON AND WILLIAM J. HALLAHAN, MEMBERS, BOARD 
OF DIRECTORS, FEDERAL HOME LOAN BANK BOARD 


Mr. Roserrson. Thank you, sir. 

Mr. Chairman, it is not necessary for me to say that I am happy to 
have the privilege today of appearing before this subcommittee, which 
has given so much of its time and efforts to the legislative problems of 
the savings and loan industry and has at all times shown its under- 
standing of and sympathy with the needs of that industry. 

The primary purpose of the hearing today, as I understand it, is 
to consider the relationships of the Federal ‘ome Loan Bank Board 
and the Federal Savings and Loan Insurance Corporation. This was 
the subject of the proposed Reorganization Plan No. 2 of 1956. 

The matter of the separation of the Federal Home Loan Bank Board 
and the Federal Savings and Loan Insurance Corporation involves 
the overall organization of the executive branch of the Government. 
The Director of the Budget has wenn | spoken on this matter. 

The Board is in accord with the ob: jeitives of all ible strengthen- 
ing of the Federal Home Loan Bank System and the insurance a 
gram to which objectives Reo ization Plan No. 2 was directed, but 
believes that these can be largely achieved by by other means than by the 
separation of the Federal Home Loan Bank Board and the Insurance 
Corporation. 

The Board is no longer en din the promotion of the chartering 
of associations. Further, the staff of the Insurance Corporation 
makes, in all cases, an independenit study of the elements of risk in- 
volved and the results of its study are, in all cases, given careful 
consideration by the Board. 

In making its study, the subcommittee staff recognized that the 
central issue of separation is related to and affected by other questions, 
and the study was made broad enough to include some of ‘these col- 
lateral matters. In addition, some of the interested groups volan- 
tarily offered recommendations going even somewhat open a the 
scope of the study. The staff re suggested that the 
carefully the recommendations for + bate policy changes and i emma 
ment of internal operations submitted: by interested groups and be 
prepared to discuss them at re heari 

Accordingly, I shall briefl y discuss such of the peoommendaticns of 
these groups as appear to fall within the — of this suggestion. 

The first of these is a recommendation by several of the groups that 
the Board no longer use officials of the Federal home-loan banks as.its 
supervisory agents but set up a completely new field staff of super- 
visory officials having no connection with the banks. 

Oiae the existing practice the president ofa Federal: home-loan 
bank—or, when designated by the some officer or employee of 
the bank other than ¢ or in addition to the presdent—acts as agent of 


the Board and the insurance corporation for the purpose of supervi- 
recommendations 


sion and for the purpose of receiving and making 
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upon applications for the establishment of Federal savings and loan 
associations, applications for msurance, and other applications. 

I should like to state briefly the advantages of the present system 
as the Board see them. First, the present bank presidents and officers 
have gained over the years invaluable knowledge and experience in 
the discharge of their supervisory duties. Second, the bank presi- 
dents and upper personnel of the banks have a standing and prestige 
with the savings-and-loan institutions of their districts which add 
weight and influence to their supervisory comments and suggestions. 
Third, the supervisory duties automatically keep bank officials in- 
formed of supervisory questions which may have a real and legitimate 
bearing on the extension of bank credit. 

The proposal to separate supervisory duties from district bank oe: 
sonnel is, however, one which the Board has under consideration. Leg- 
islation would be required to provide adequate compensation to obtain 
the caliber of personnel which would be needed before the arrangement 
could be put into effect. In any event, time would be required to 
recruit and develop the personnel capable of assuming these important 
responsibilities. 

his brings me to a second matter recommended by interested 
groups, which is that the personnel of the Board be increased and 
strengthened. It was pointed out in this connection that while the 
savings-and-loan industry was expanding from a $10 billion industry 
to a billion industry, the number of Board employees actually 
decreased. 

Proponents of this recommendation suggest that the matter be dealt 
with by the presentation of what is termed a “fresh” or “true” budget 
for the Board’s operations which would provide adequate personnel 
and expense to enable the Board to carry out its functions efficiently 
and effectively. 

The Board agrees that there is need for additions to and strengthen- 
ing of its personnel, Inasmuch as the President, is formulating the 
1958 budget, and this will be transmitted to the Congress within the 
next. few weeks, it. would be inappropriate to discuss this matter in 
further detail at this time. 

- A-further recommendation by interested groups is that legal opin- 
ions and Board ‘decisions of ,general interest to the savings-and-loan 
industry be published or made available for publication. The Board 
contemplates the future issuance of periodic bulletins containing such 
legal opinions and other information as it believes will be of general 
inteerst to the savings-and-loan-industry. 

Strengthening of the regulatory. provisions with respect to the 
conversion of mutual savings and loan associations into nonmutual 
institutions has also been recommended. As the subcommittee is 
aware, this is a matter which has. been under consideration for some 
time, 

_ With regard to the conversion of Federal savings and loan associa- 
tions into nonm State institutions, the Board has already given 
public notice in the Federal Register of a proposed regulation dealing 
with such conversions. 9 | 

In brief, the proposed regulation. would require that the conversion 
be effected in accordance with a plan approved by the Board. The 
plan would have to be approved by two-thirds of the members in num- 
ber and amount, at a special meeting of which formal notice is 
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given, and it would be required to include appropriate provisions 
to prevent reduction of the Federal insurance reserve. e entire 
amount of guaranty or permanent stock, or similar stock, would be 
required to be issued to the existing shareholders, except. where. the. 
Board might determine that it was not feasible to issue the same,in 
that manner. The regulation would require that in any event the plan 
must contain provisions which in the aeeune of the Board are 
adequate to assure that each shareholder will be entitled to receive the 
full equivalent. of his interest in the association. The full equivalent 
could be made available to him either in the form of such stock or in 
the form of cash or withdrawable accounts in the converted associa- 
tion, or a combination of all three. 

In the case of State-chartered institutions insured by the Federal 
Savings and Loan Insurance Corporation, the Board has already 
recommended to the committee proposed legislation to give it ade- 
quate authority to deal with the matter of conversion from mutual to 
nonmutual operation. This recommendation appears at page 150 of 
the committee compilation dated October 12, 1956, containing legis- 
lative recommendations of the Federal supervisory agencies, and 
specific legislative language to implement it appears in item 4 at page 
340 of the committee hearings of November 5 and 10, 1956, with an 
explanation at page 336 of those hearings. 

Some changes are also suggested in the operations of the Board 
with respect to the chartering of Federal savings and loan associa- 
tions, the approval of branches, and the granting of insurance. Itis: 
suggested, among other things, that there has been some delay in 
these operations. 

The Board is conducting a specific study of the procedures relating 
to applications for membership, Federal charters, insurance and 
branches, with a view to ascertaining whether there is any undue 
delay in processing. The Board is confident that as a result of this 
study and the Board’s own continuous review any needed changes: 
will be effected. 

The Board also has under way a study as to whether and by what 
means authority may be delegated to its division heads to take final 
action on matters of less than major importance, thereby relieving the 
Board of the burden of this detail. The recommendations of inter- 
ested groups in the staff report favor increased delegation of the 
Board’s authority, and one of them specifically suggests that there 
be four divisions, each headed by an official with the title of governor, 
with wide authority to take action within the framework of policies: 
laid down by the Board. Whether or not this specific organizational 
setup or some other is determined to be that which should be adopted, 
the question of increased delegation to free the Board for policy de- 
cisions is being given careful consideration. 

In addition, some question is raised in these recommendations as to 
the imposition of conditions on applicants for insurance. The posi- 
tion is taken that some conditions, such as those respecting allocations 
to reserves, relate to safety and appear to be a reasonable exercise of 
authority, but that others, such as those respecting the makeup of 
boards of directors and the maintenance of rate offices, do not 
appear to be related to safety and are questionable. The position is 
also taken that the conditions for insarance should be alike for all 
associations. Oe 7 


pat 
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The Board believes that the imposition of conditions serves a useful 
purpose. Where it is found that circumstances exist which would 
make the applicant institution unacceptable for insurance it would of 
course be possible ner to reject the application. However, if the 
circumstances are capable of correction it may be fairer to approve the 
application on condition that the objectionable circumstances be cor- 
rected either prior to the effectiveness of the insurance or in suitable 
cases within a reasonable period or by a stated time. 

It is the belief of the Board that the conditions with respect to the 
makeup of the board of directors and the maintenance of separate 
offices do in the broad sense relate to the safety and soundness of the 
institution. The typical condition as to the board of directors is 
aimed at the establishment of a board which is well balanced and. com- 
posed of citizens representative of the diversified interests of the com- 
munity or general area with at least two-thirds not engaged in any 
business closely related to the savings and loan business. 

The typical condition relating to independent office quarters is 
primarily directed to situations in which institutions are oceupying a 
part of office space otherwise occupied by an insurance agency a real- 
estate company, a finance company, or some other business organiza- 
tion, with consequent danger that there may be a failure to preserve an 
adequate separation of funds, records, and personnel, or that the sav- 
ings and loan association may be operated as an adjunct of the other 
business. 

In both types of condition the situation which is sought to be avoided 
has an obvious relation to the safety and soundness of the insured 
institution. 

The further contention that the conditions for insurance should be 
alike for all associations is unrealistic in the light of the facts. With 
respect to any given matter, the association may already be in complete 
compliance with anything that a condition might require, and if it is 
not, the manner or degree of its noncompliance may be different from 
that of another applicant. If the imposition of unneeded conditions, 
or conditions unsuited to the actual sitwation of the applicant, is to be 
avoided, it is clear that the conditions imposed cannot be alike for all 
applicants. 

It is suggested, finally, that the Board review its practices with re- 
spect to the examination and supervision of State-chartered institu- 
tions, particularly with respect to its agreements with the State super- 
visory authorities, to make certain that examination and supervisory 
procedures are completely adequate. 

The Board keeps its supervisory procedures under constant review. 
With respect to examination of State-chartered institutions, the Board 
has already informed the subcommittee of the steps which have been 
taken. These steps are set forth in the Board’s letter of October 5, 
which is printed in full at page 21 of the staff report. Briefly, they 
consist of a complete abandonment of the former practice under which, 
in some States, the State examinations were accepted by the Board, 
and a substantial revision of the examining policies and procedures 
with respect to examinations made jointly with the State authorities. 

Under the revised procedure, the following basic requirements are 
applied with respect to joint examinations ; Liss 

1. That on all jomt examinations there be a sufficient number 
of examiners to establish and maintain adequate examining con- 
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trols and that, so far as practicable, there. be an approximately 
equal number of State and Federal examiners on each, joint 
examination ; 

2. That procedures as recited in the Manual of Examining 
Procedures be followed either by both State and Federal examin- 
ers or that there be no restrictions as to adherence to such pro- 
cedures by the Federal examiners ; 

3. That there be no limitation on either the State examiners 
or the Federal examiners as to the inclusion in the examination 
report of factual information which they deem important. from 
an examining or supervisory standpoint; and 

4. That the element of surprise be maintained in commencing 
examinations. 

The Board’s action was designed to insure that sound examining 
procedure will be followed in the examination of all insured institu- 
tions, both Federal and State.. It will at all times be alert to detect 
any weaknesses that may develop and make any improvements that 
may appear to be male 

The Board will be giad to work with your subcommittee, the Burean 
of the Budget, and the industry in the development of any constructive 
legislative proposals on these matters. 

Thank you, and my associates and I shall be glad to undertake to 
answer any questions which the subcommittee may wish to ask with 
respect to matters contained in the staff report or any other matters. 

Donat SrarKMAN. Thank you, Mr, Robertson. 

Do either of you, Mr. Hallahan or Mr, Dixon, have any supple- 
mentary statement, or do you prefer just to answer questions? 

Mr. Hattanan. Just to answer questions. 

Mr. Drxon. I have no separate statement. This.is a statement of 
the Board. 

Senator Sparkaan. This represents the statement of the Board? 

Mr. Ropertson. Yes, sir. 

Senator Sparkman. Let me ask you just this question to see if I 
understand correctly what you said and to see if I can summarize very 
briefly what you are saying: The Board itself is studying certain 
changes that might be recommended both in structure and in pro- 
cedures. You recognize the good that might come, or the need, shali 
I say, for strengthening the organization and its practices as much 
as possible. But if I gather correctly, you think it could be achieved 
both through changes that you could make in the Board or by the 
Board and by legislation. You do not feel it calls for a separation 
of the Federal Home Loan Bank Board and the Insurance Corpera- 
tion. 

Mr. Rosertson. Yes, sir, 

Senator SparkMAN. Briefly, is that the. substance of your state- 
ment ¢ 

Mr. Ropertson. Yes, sir. 

Senator SparKMAN. Mr. Carter,do you have some questions ¢. 

Mr. Carrer. I would take it then that you would probably explore 
recommendations stich as contained in the report that the Bureau of 
the Budget referred to, namely, the one by the United States League, 
I think, which recommended an overall beard and four division heads. 
If I understood the Bureau of the Budget’s testimony correctly, it felt 
that something along that line would be more than adequate for, their 
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purposes and they would possibly not insist upon a reorganization plan 
such as they had before, calling for separation. 

Mr. Rosertson. I am not sure I understood your question. We will 
certainly study that proposal. 

Perhaps Mr. Dixon would like to say something. 

Mr. Drxon. I would like to make an observation on that. It was 
not made quite clear to me in the Bureau of the Budget’s presentation 
as to etaetly where the responsibility, or where the division of respon- 
sibility, would lie. In other words, certainly the Board must either 
be responsible or it must not. We recognize that there are many of 
these so-called housekeeping duties that [ am certain it would be very 
agreeable to me—and I think I speak for my colleagues—if many of 
those manual duties, or duties that can readily be delegated, or can 
constitutionally or statutorily, shall I say, be delegated, would be 
delegated. However, I was not quite clear in the presentation made 
here and I would want that clarified, definitely. I think there can be 
many changes in the organization which will be certainly very bene- 
ficial, and which would relieve the Board of tremendous responsibili- 
ties, but I just wanted to be clear that under such proposals there was 
not any thought that the Board would not have the final responsibility. 

Mr. Carter. Would you mind saying responsibility for what? 

Mr. Dixon. I mean, for example, the granting of insurance. Either 
the Board has that responsibility or it does not. 

Mr. Carter. I would guess from my reading of this recommended 
plan that the Board would have the final responsibility not only for 
insurance, but also for chartering. 

Mr. Drxon. I just wanted to raise that question so that as far as I, 
as a member of the Board, am concerned if I am to be responsible I 
certainly want to have the authority. That is all. 

Senator Sparkman. May I say in that connection that, of course, 
those details that would have to be worked out in the legislation. 

Mr. Drxon. Yes. I understand that. 

Senator Sparkman. I do not know what may have been in the minds 
of the organization that offered the plan, or the Bureau of the Budget, 
in suggesting that something along that line might be worked out. 
After all, we are simply feeling our way here, and exploring. But I 
had in my mind while Mr. Brundage was talking about it—he referred 
to a Government corporation or this being the typical setup of a 
Government corporation—and I had in mind the Tennessee Valley 
Authority, for instance, where one finds a board consisting of three 
members just as one finds here. The execution of the program is 
vested in the Manager of the Tennessee Valley Authority, and then 
there are various heads of different divisions. Of course, the Board 
has the overall supervision, the establishment and the making of policy 
within the framework of statutory authority and direction. But after 
the policy is made the execution of it becomes a primary responsibility 
of the Manager who, after all, is answerable to the Board. 

It seems to me if such plan were worked out here it would follow 
something along that same line. In other words, the subdivisions, as 
I understood it, would be for operation or for execution of the pro- 
gram, which would be laid down by the Board. 

Mr. Drxon. That is my understanding. tant 

Mr. Hattanan. I think, Senator, what Mr. Dixon was referring 
to on the matter of clarity is the fact that we have currently these 
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very operating subdivisions. We have a Division of Federal Savings 
and Loan Operations, which is concerned with applications for insur- 
ance and branches of Federal associations. We have our Divisions of 
Examination and Supervision, which are concerned: with examination 
and supervision, respectively. We have the Insurance Corporation, 
which is concerned with the insurance of accounts. The Board itself 
cloes lay the general policy, and these are operating Divisions within 
the Board. I think probably Mr. Dixon’s question is just exactly what 
refinements the proposal contemplated. 

The Board has some statutory duties with respect to the granting 
of credit and chartering of Federal savings‘and loan associations, and 
the insurance of State-chartered institutions, and the processing of 
branches. Those operating Divisions currently are the ones which 
process that type of work and present it to the Board for final decision. 

Senator Sparkman. I think those are matters, of course, which 
would have to be worked out in considering any legislation. The 
thing that has interested me in the hearing so far is, it seems to me, 
as a result of possibly more careful consideration by all combined, 
we are certainly more together in our views now than we were last 
summer, when this reorganization plan was submitted. Perhaps if 
something can be worked out to strengthen the operations, that could 
be handled legislatively, we might get. together on that. I have been 
rather pleased with the sentiments expressed both by the Bureau of 
the Budget and by the statement representing the views of the Board. 
It has been my hope all along that we might be able, by sitting down 
and talking these things over and trying to work out the problems, to 
find some way of strengthening the operations. This has grown to be 
of tremendous importance in the ais system of this country and in 
the affairs of the people of this country. 

Mr. HaLuaHAn. That is true, and it is certainly our objective to con- 
stantly strengthen their supervision as the chairman stated. It ‘is 
our sincere objective. 

Senator SparKMAN. Lam sure of that. 

Mr. Casn. I would like to ask'a question, Mr. Chairman, about what 
may be a relatively minor problem. 

Senator SrarkMAn. Mr. Cash. 

Mr. Casn. As Mr. Brundage related in his statement, there seems 
to be unanimous, or almost unanimous, opinion on the part of those 
of us who worked on this staff report, as well as those who furnished 
ro ionnaires, that some change should be made in the supervisory 
duties of the Home Loan Bank officials. I would like someone, for 
the record, to make a brief statement about. su rvisory activities. 
What do these officials in the Home Loan banks do in their capacities 
as supervising agents ? 

Mr. Ronerrson. I would like to ask Mr. Dixon to answer that ques- 
tion. He has had longer experience than either of us. 

Mr. Drxon. If I may take a little bit of the chairman’s time to 
relate an incident, a story, which he tells, I think it. might very well 
illustrate the feeling that I have personally, and that I think the 
Board has. 

Mr. Robertson was remarking about the first automobile that he 
could remember that his family owned. 1 think it was an Oldsmobile 
or a Locomobile. Anyway, one of the instructions printed in bold 
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print at the ve of the instruction sheet was, “If the machine is running 
well enough, don’t try to make it run better.” 

Probably, or certainly in theory, one might make a strong argument 
that the person who extends credit should not have supervision. How- 
ever, in my best judgment it would take a long period of time—I am 
not wanting to commit myself as to days or years—to build up the 
supervisory force, assuming that they could be adequately sone 
sated for their services. It would take a long period of time for them 
to become as familiar with the internal operations ofvevery single 
association within the bank district as these bank officers have become 
over the years. That is a practical problem, and one which I—who 
likes to face facts from a practical standpoint rather than from 
theory—believe would require very careful study and very thoughtful 
consideration. After all, if supervision is removed from those per- 
sons who exercise it now, there certainly would have to be something 
equally as good or better to take its place. 

Addressing myself to the specific question which was asked as.to 
just what the supervisory agents—as we call them—what our super- 
visory agents do, I will say this: They do just about everything, Mr. 
Cash, from lifting up the telephone and saying, “We are just looking 
over your last examination report. Have you given any consideration 
to the fact that maybe due to the rapid turnover of your accounts out 
there you should think about a little more liquidity?” Or, maybe, “Do 
you realize that your 20th anniversary is coming along here and you 
are still short a point or two on your reserves which will be required 
at that time?” Or, “It may be that in place of encouraging more 
investments and shares, your directors might well retrench a little bit, 
and even though you sacrifice a few thousand dollars or million dol- 
lars,” as the case may be, “in your assets, that it might be better in the 
long-run.” 

Those are some of the questions. But when it comes to violations of 
law or regulation which come to the attention of the examiners, and 
which are called to the attention of our district supervisors in the 
reports of the examination, it is at that point that our district super- 
visors confer and agree on a procedure or on methods of correcting 
these situations. They confer with our Supervisory Division here in 
Washington. 

Mr. Casu. So that these agents in the home-loan banks are not your 
only police officers, so to k? 

Mr. Drxon. That is rijeht We have our own Division of Super- 
vision here, which actually handles what we call the tough cases. 
There are literally hundreds of thousands of minor matters that. may 
deal either with the lending policies of the institution, the liquidity, or 
the reserve position—practically all of those are handled at our dis- 
trict bank level. 

Senator Sparkman. Let me ask a question about that, to be sure 
I understand. 

Mr. Dixon. Yes, Senator. 

Senator Sparkman. The bank down in my area, I believe, is in 
Winston-Salem. 

Mr. Dixon. It is Greensboro now. 

Senator SparKMAN. It used to be in Winston-Salem. 

Mr. Hattawan. Yes, 
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Senator Sparkman. If one of these matters came up in my State, 
such as an application for chartering a new institution, or any ques- 
tion involving it that had to be approved, that application would go 
to Greensboro. Is that correct ? 

Mr. Dixon. That is right. 

Senator SparkMaN. You have someone designated there as your 
agent, and ordinarily that is the president of that bank. Is that right? 

Mr. Dixon. Usually it is the president. 

Senator SparKMAN. I say ordinarily. It may be. 

Mr. Hatxawan. In that case it is. 

Senator SrarKMAN, But in every instance it would be someone who 
is permanently a part of the organization of that bank. 

Mr. Dixon. That is correct. 

Senator SparKMAN. One of the high officials, 

Mr. Dixon. That is correct. 

Senator Sparkman. What he does is to operate as an initial clear- 
inghouse for these problems, and also doing the more or less routine 
things, such as you mentioned. 

Mr. Drxon. On the theory, I think—and I think it can be justified— 
that being familiar with the area and being familiar with the gen- 


eral conditions in the area, he is in a much better position to evaluate 
the type of information which we require than a man from Washington, 
D. C., would be in the same area. 

Senator Sparkman. The thought that entered my mind in consid- 
ering this, and particularly in connection with the remarks that Mr, 
Robertson made in his statement, was this: Is the volume of work 
in the area covered by each one of the banks of this type sufficient to 


sustain a full-time separate office? 

Mr. Drxon. I do not think there is any question but what the volume 
of work in most of the districts would be sufficient. There might be 
some of the districts, of course, where the workload would be much 
heavier than in others. 

Mr. Carrer. Is it not true that the savings and loan associations in 
an area elect the directors of the home-loan bank which services them 
in that area? 

Mr. Drxon. They elect the officers of the bank, subject always to the 
approval of the Federal Home Loan Bank Board. 

Mr. Carrer. And from those officers:a president is designated, and 
his approval is again subject to the Board’s approval; is that night? 
I mean his election is approved by the Board? 

Mr. Drxon. Yes. 

Mr. Hatianan. And he can be dismissed for cause by the Board. 

Mr. Carter. Where this conflict of interest, if there 1s one, comes 
in is that this president who might indirectly influence his appoint- 
ment, who is elected originally by the association members, finds; 
himself in the position of Fein designated as a su isory agent for 
those associations. That, as I understand it, is where the palin 
of a conflict might arise; that he is supervising associations ‘whic 
indirectly may have elected him to'that office, That, I think, was the 
Bureau of the Budget’s point and, I think, the GAO’s point in raising 
this issue of conflict of interest. rt) 2: 

The other point that has been raised is that about 90 x Papeete 
supervisory actions in the Home Loan Bank System are n by the 
president of that respective bank, and there are 11 banks, which 
means 11 presidents and 11 supervisory agents. 
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Is there any possibility that we have 11 different policies on super- 
vision? That is another question which has. been raised. Or would 
we be better off if we had 1 ‘control of supervision which would make 
for 1 policy, not 11? 

Mr. Drxon. We have an overall policy carried out by our Division 
of Supervision here in: Washington, and, of course, that, as Mr. 
Hallahan indicated, is an operating arm of the Federal Home Loan 
Bank Board. 

In other words, actually, the three members of the Federal Home 
Loan Bank Board have the final word, the final responsibility, for 
all supervision, whether it be directed from our office here in Wash- 
ington or whether it. be directed from the supervisory agent whom 
we designate in the field, 

Again I go back to my former comment with reference to the bank 
president’s supervision of that 90 percent to which you refer, prob- 
ably 80 percent of the: 90. percent, involves just the “lifting of the 
telephone and saying, “I was just. looking over your report here of 
your last examination and I notice some items to which 1 want to 
call to your attention.” 4 

As I indicated in the meinen Mr. Carter, it is a matter of 
what is practicable and what works. 

Mr. Carrer.¥es;\L realize that there are practical considerations, 
and I think there are some very Serious ones. 

Let me examine the other side of the coin now. 

Mr. Carter. On the other extreme, we have the fact that a super- 
visory agent knows»a great deal about a local association, and yet 
that supervisory agent is also the president of the bank which loans 
money to the association. I have heard that there is some feeling 
where the association feels that if the president were removed from 
a supervisory capacity he might take different actions in making loans 
to the associations. Now, that is a possibility, I suppose, 

Mr. Dixon. Well, I sup it, isy.Mr. Carter. I personally feel, 
and I think the Board feels, that the, method of operation, the type 
of management, and many other considerations must enter into the 
granting of credit. . 1 think you will find that almost universal. Ido 
not think that that is icularly pinpointed in the operation of the 
Federal Home Loan Bank Roars 


-Mr. Carrer, No; Lranimot! intimating that it was. I am just 
trying to cite the arguments which have been made pro and con. on 
this supervision issue, 

Mr. Hanianan. I would-like to address myself to one of your 
previous questions concerning the Board’s objective, which, of course, 
is uniformity of supervision. And there has to be a good degree of 


supervision at the district level: or.at the field level. ner there 
is uniformity at‘any given time Ido not think would depend upon 
whether the bank presidents were the supervisors. As long as you 
have 11districts, or subdistricts: within, districts you are going to 
have an equivalent number of — There may be cases where the 
supervision is not uniform, and I do not think that it is something 
that can be corrected simply by changing supervisors, 

On the second: point that you made, I think that is probably the 
heart of this question-of divorcing bank presidents from supervision; 
and that is, the philosophical approach is whether the one dispensing 
credit on the one hand should ais6 be the one enforeing the statutes 
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and regulations on the other. As I understand it, it is not a new 
question in this industry. 

I think, in looking at all of the facets of the problem, I should say, 
if you want to turn the question around and want to look at it an- 
other way, I am wondering if you would come to the conclusion 
that the dispensers of credit within this system, even in the case these 
two functions were separated, should not have the supervisory infor- 
mation which they currently have. In other words, with respect to 
the division of supervision from credit dispensing should the dis- 
pensers of that credit merely look to the collateral which they may 
receive for the advance—and the advances, as you gentlemen know, 
are highly collateralized—and not look at any of the other facets of 
the institution with which they are doing business? In other words, 
where does the public interest permit a complete division along that 
line 

I do not want to infer that supervisory matters should be the prin- 
cipal criteria for the giving of credit, but I do not think that they 
can be disassociated in all instances. 

Mr. Carrer. On that I would agree with you. I think that even 
if the supervision were separated from bank management. certainly 
the supervisors should have access to supervisory knowledge; that is, 
the bank presidents who make the loans, make the credit available, 
should have access to supervisory information. 

Mr. Hatianan. They, then, would be acting on the same infor- 
mation. 

Mr. Casu. One of the things that bothered me on this particular 
question is merely the number of hours in a day; is this bank official 
able to do both jobs? 

Mr. Drxon. That is a good one. 

Mr. Casu. He either has a full-time job as a bank official, or appar- 
ently in some instances he has a full-time job as a supervisory agent. 

Mr. Drxon. I might say, in reply to that query, it was indicated 
that in all instances the president was not designated as the super- 
visory agent. By the same token, where the president is designated 
as the supervisory agent I think in all cases you will find the vice 
president, because, probably, of his background, his characteristics, 
will be the one who will actually supervise the operation of the bank. 

Mr. Casu. Well, in practice, the Board may be getting a free 
employee there. 

Mr. Drxon. There is this question, and I think, a very pertinent one. 
Tt has not been raised. But I think it is very probable that even if 
the present arrangement is left in effect, it might well be that many 
of the bank districts need additional help, not only for efficiency but. 
also for speeding up the processing of applications, and so forth. I 
think that is something that our Board must certainly look to, because 
I know in some districts.there is just too much work for the staff that. 
the district banks have. And that is purely apart from the question 
of how it should be done. 

Mr. Casu. Yes. 

Mr. Hatianan. On the question of a free employee, I would just 
like the record to indicate, as I think probably your staff report does, 
that the regional banks defray by assessment the expenses, contribute 
to the expense of the Board currently, as you know. 

Mr. Casu. Yes. 
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Senator Sparkman. Mr. Semer. 

Mr. Semer. I would like to refer to the statement that Mr. Dixon 
made. He expressed some concern about what nepgene if you start 
reorganizing the Board. In other words, if you think that you can 
strengthen the organization and management of your agency, will 
the result have an effect: upon the strueture of the organization so 
that you would dilute the policymaking authority of the Board ! 

It may be that this is a statement that the Bureau of the Budget 
people may want to clarify.. On page 4 of the Bureau of the Budget 
statement, the first paragraph, last sentence, says: 

The Bureau of the Budget, the General Accounting Office, and the two industry 
associations are in agreement that the credit and chartering functions of the 
Federal Home Loan Bank Board under the Federal Home Loan Bank Act and 
the Home Owners Loan Act should be kept. separate and distinct in their admin- 
istration from the insuring functions under the National Housing Act. 

I would like to ask you a few questions, Mr. Dixon, about how these 
things are done. For example, if you have some housekeeping change 
you wanted to make and it did not require a statutory change, could 
you proceed to make this change, or would the kind of change that 
would be made be under the control of the Bureau of the Budget? 

Mr. Drxon. We would have authority to make the change within 
our own administrative agency. 

Mr. Semer. To what extent does the Bureau of the Budget have a 
say or a role in any changes that. you make in your organization 
management ? 

Mr. Drxon. None whatsoever. The Bureau of the Budget, of 
course, has the function, as you know, of examining our estimates of 


expense and pene. on them. But as far as the administration 


within the agency, the Bureau of the Budget has left that entirely 
to the discretion and the best judgment or the judgment of the Federal 
Home Loan Bank Board. 

Mr. Semer. If by “administration” the Bureau of the Budget state- 
ment means “housekeeping functions,” would there be any statutory 
change required for you to go ahead and strengthen your system along 
the lines that have been suggested ? 

Mr. Drxon. The only statutory changes that would be required, of 
course, would be the employment of personnel. We do not want. to 
discuss budgetary cotinine and think it. imappropriate to go into 
detail on that here. But that would be a problem which, I am sure, 
the chairman of your subcommittee would be well aware of. 

Mr. Semer. Would. reorganization bring spots say, this 4-way 
division of function within the Bureau System ? ould that require 
a statutory —e other than a request for funds to pay these mana- 
gers more mone yu 

Mr. Drxon. It would, ire more than that, As Mr. Hallahan 
has already indicated ; we dy have the operating divisions, but we 
could carry out the ions on the basis as suggested. .There are 
problems, of course, that we would have in the matter of personnel. 

Mr. Searer.One of the things you were expressing concern about 
before was that in any reorganiz*tion, or any change in the manage- 
ment setup of your agency you would not want to delegate.or to dilute 
the or? function that you have under the congressional 
mandate to) \ arcemSl sx 

Mr. Drxon. I just asked for wlarification. I was,not, exactly clear 
o the proposed reorganizational chart which I think was submitted 
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to this committee by one of the trade associations. I think it did not 
contemplate that the overall] responsibility would be changed at all; 
it would simply be for a matter of more efficient housekeeping. 

= <= A ae S the Bureau of the Budget gave us an 
analogy of the way a big business co: tion operates, pointing out 
that it is desirable to ~ a cemiptiolior as wie a ebuthaees' that 
they ean serve as a check on one another. The analogy of a govern- 
mental operation to a business operation is pretty good so far as it 
goes. There are, however, two elements left out. One is that behind 
the Home Loan Bank Board. operation; isa con ional statute. 
There are three pieces of legislation involved. the credit and 
chartering side, the Home Loan Bank Act and the Home Owners 
Loan Act, and on the insurance sidey'the National Housing Act. 

The other element is that in a big businéss corporation if ‘you have 
a comptroller and a treasurer at loggerheads, you can always fire one. 

I think that it — be helpful if the use of the term “administra- 
tion” in this particular context were clarified. ‘Does it mean “house- 
keeping functions” such as you referred to before, or does: it’ mean 
policymaking and decisionmaking functions. It seems to me that the 
term “administration” was ambiguous enough in this context to allow 
either interpretation. ; 

Mr. Drson, That was the reason for my question. 

Senator Sparkman. Any further questions? - i 

Of course I should like to remind you of something that»has been 
suggested from time to time, that if we all agree that something needs 
to be done, then there ought to be legislation to do it... I well under- 
stand that some things can be done without legislation. Sometimes a 
piece of legislation may be needed. 10 } } “9 

I should like to ask, and at the same ‘time urge, that when you have 
completed your studies, with the Board through the regular channels, 
in cooperation with the Bureau of the Budget,'that if it is determined 
that legislation is needed, we shall be very happy to have proposed 
legislation submitted to the two committees of the Congress. 

ersonally I hope such legislation will be forthcoming, because I 

belisve all of us are pretty well agreed that there ‘can be some 
ake processes. In my opinion, it probably will-call for some 
remedial legislation. OG oa Tene O11 a9 

So I hope that both the Board and the Bureau of the Budget will 
give serious consideration to’submission of suggested legislation. 

Mr. Ropertson. Thank you, sir.) 0 } 

Senator Sparkman. Thank you, gentlemen. Boel 

Mr. James E. Bent. Mr. Bent, will you come. i sir?! 

I am hopeful that we may continue these hearings until Mr. Bent 
finishes his testimony, in which event it will not be necessary to come 
back this. afternoon; at that time we ‘can recess until tomorrow 


Mr. Beye. Tt is a pleasure to be here, Senator fee biires 
Senator Sparkman. We are y tohave you. This is Mr. James 
E. Bent, the president’of the Hart Federal ae 
iation, Hartford, Conn., tadighiiemasret the Net Savings and 
bine top PROV HOY: 1h cette 


League. ; (ke ; 
Do I describe you correctly# 9) 5 ak Qe ee 319 
Mr. Bent. That is correct, Senator. a oishuamm 
Sey Coe tee Deakin Plone ca 
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STATEMENT OF JAMES E,. BENT, CHAIRMAN, FEDERAL HOME LOAN 
BANK SYSTEM COMMITTEE, AND HAROLD P. BRAMAN, EXECU- 
TIVE MANAGER, NATIONAL SAVINGS AND LOAN LEAGUE 


Mr. Bent. Thank you very much, sir. 

I am very pleased to be here and, as you have already stated, I am 
James E. Bent, president of the Hartford Federal Savings & Loan 
Association, and also chairman of the Federal Home Loan Bank Sys- 
tem Committee of the National Savings and Loan League. I would 
also like to designate a few other positions which I hold because I 
think they are important with regard to the testimony that I may 
give and will be helpful to-you in ‘analyzing it. 

Senator SparkmMAn. We will be very glad to have them. I think 
the record should show that fully. 

Mr. Bent. I am also a board member of the Federal Home Loan 
Bank of Boston, and T'am a member of the Federal Savings and 
Loan Advisory Council, which puts me in a position to analyze from 
an operating point of view some of these problems with which you 
have been confronted and with which you have been trying to en- 
lighten yourselves, problems with respect to Supervision. 

Senator Sparkman. In other words, in your various capacities you 
run into all these problems quite frequently ? 

Mr. Brent. Very intimately so; yes, sir. 

Senator Sparkman. Very well. I think you are qualified. 

Mr. Bent. T would like to submit at the conclusion of my testimony 
the formal report of the National League’s Federal Home Loan Bank 
System Committee, which may be pertinent and helpful. 

I would like to bring out a couple points that have to do with previ- 
ous testimony. I do not have any formal report to make here; it is 
more to listen to information that has already been given and to make 
an informal presentation of our views. 

This morning Mr. Brundage stated—and it was supplemented by 
other testimony—that there should be a separation of the Federal 
Savings and.Loan Insurance Corporation from the Federal Home 
Loan Haale Board because of the lack of protective interest and the 
lack of protection to the public interest, 

Actually, in practice, as I see it, from an operating point of view— 
and I might be personal in this particular case and refer to the case 
I now have with the Board 'in applying for a branch office—we have 
two branches and we are now applying for a third one in our com- 
munity. We have absolutely no opposition to this eee But 
when it has been reviewed—and I might say that it has now been in 
process for at least 3 months; a date for hearing is set, apt to be set 
for the 21st of J saat They asked me quickly to return it because 
it happened to be a of ity here and a holiday, so it was 
brought back and reset. for the 23d. 

Now, I am bringing this up simply to point out that even in a situa- 
tion where there is absolutely no opposition—and I am sure no one will 
appear, not even myself—that the Board has seen fit to give the public 
or any other interested parties eet ey to appear in opposition 
or as a proponent of this branch office. 

That is also true in the case of any insurance application. -It is 
true in the case of any regulations. I do not think it is true in the case 
of the Federal Deposit Insurance Corporation, the Comptroller of the 
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Currency, the Federal Reserve, hold hearings for insurance or for the 
granting of new chartered branch offices there. 

Actually, you may submit your opposition to these.things, but. it is 
the determination by those agencies upon the facts before them, and 
a hearing would only be called, I presume, in the, case where they 
decided that.it should be. I do not know of any that have been held. 

But. it is important from the point of view that Mr. Brundage 
brought out that public interests be protected. And I think that in 
the case of the operation of the Federal Home Loan Bank. Board it 
has definitely been protected and the policy has always been that of 
protection of the public, sometimes to the irritation of those of us in 
management. But that.is beside the point. 

Senator Sparkman. Is notice given of these hearings, or is it just 
common knowledge? 

Mr. Bent. Notice is given to all interested parties. The bank com- 
missioner in our State and all local institutions are notified. Even our 
local branch savings banks or national banks which have many branch 
offices are notified” As a matter of fact, I read in the paper just 
yesterday that one of the local savings banks is opening a branch office 
next week. I did not even know they were contemplating one. Anew 
building has been built. As soon as we think of it it is submitted, 
everybody is notified, and rightly so. I have no objection, but I am 
bringing this out to show that the point the Bureau of the Budget is 
objecting to is most definitely covered. 

As to size, I can see no reason why the growth of our institutions 
should have any major effect upon the manner in which we are op- 
erating and why it should bechanged. I might state that it might just 
possibly be that it could be reversed and that one of our problems, as 
in other agencies, is that they may not be effective because of lack of 
public hearings and such things. Because I think it is vitally im- 
portant that any agency of the Government that has to do with or- 
ganizations serving the public make their decisions in the public in- 
terest and give the public an Perey and those interested in its 
affairs an opportunity to be heard. 

Of course, one of the problems that we have in the Federal Home 
Loan Bank Board, as I see it, is caused, in part, by the Bureau of the 
Budget. The budget of the Federal Home Loan Bank Board has to 
be approved by the Bureau of the Budget, of course, in spite of the 
fact that the System itself pays for it in full; there is no cost to the 
Government. And in the last 10 years when our business has grown 
so substantially, we pointed out we have many problems. And ‘t has. 
One of the major problems that has been created is the fact that we 
have been unable to expand the facilities of the Bank Board to co 
with the Papi that have been necessitated through this growth. 
We have had to eliminate—when I say “we” I mean the Board has 
had to curtail some of the services that were rendered to. the member- 
ship. And as a member, I miss them. We do not get all the statis- 
tical information as freely and,as frequently as we used to, that was 
so vital and important to an aes ment. It had to be 
curtailed because every year the budget has been submitted it 
has been cut in the interests of econom 


Now, I recognize the fact that all Tdaieniedient ncies should be 
controlled. But where it is not at the cost of the Government and 
it is in the interest of the industry and one which we are perfectly 
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willing and capable of paying for, I do not think that it should be 
curtailed budgetwise. 

This brings me to a point where I believe most firmly and strongly 
that the Board should be removed from the Classification Act to 
implement and aid us in establishing proper supervisory authority. 

Now, it has been brought out today that there should be this sep- 
aration of supervision from operations. If that is true, I believe that 
the best means of doing it would be by separating the supervision 
from operations through the control of the budget situation and re- 
lief from the Classification Act and similar controlling factors. 

I might point out here, as a director of my bank—the Federal 
Home Loan Bank of Boston—I am an operator of a $45 million insti- 
tution; I am a member of the finance committee, and have been for 
3 years, of the board, of that bank. I pass on and recommend the 
salary of the president, the president and his supervisors. And he 
has two hats. 

And I just simply ask you that if I become a supervisory case, might 
not there be some influence and prejudice that might take place which 
I do not think should ever be there? 

By bringing in a supervisor responsible to Hy sehingion it would 
relieve the president to handle the operations of the bank. 

I believe, Mr. Carter, you asked the question—or maybe you did, 
Mr. Cash; I am not sure—was supervision a full-time job? I can 
assure you it is. And I think that it is being handled as a full-time 
job. Our bank presidents, in my bank at least, and I think in others, 
are supervisors primarily. That is their main job. They use the 
facilities of the bank in order to implement their duties in order to get 
it done so that they will have enough time for taking care of the credit 

uirements of the bank and also for the financing of the System. 

ut I know that that is a major job, and in order to get it done 
they devote most, of their time to it. If they could be relieved of 
this duty and have it assigned to a person adequately compensated— 
which is impossible under the present circumstances—a person not 
responsible to the board of directors, it would solve a national prob- 
lem. There should be a complete intercourse with them with re- 
gard to information. I see no reason why that cannot be. I see 
nothing that has been said that would interfere with that, even though 
the ag has been brought up. It would then leave the president 
of the bank in a position. where he could serve the industry prop- 
erly. And that is an important factor which we do not now have. 

As to the administration of the bank and the setup of its organiza- 
tion, I will grant this, that I personally believe that there is much 
room for improvement, and there probably should be a lot of changes 
in the board and a reorganization of departments, setup of heads, 
designation of new jobs and new positions, probably. Primarily they 
need more people, and they need more money to pay better salaries. 

It is a critical thing at the present moment, I believe, and I have 
talked as a member of the advisory council to board members that 
every time an important official of the bank leaves it becomes more 
and more difficult to get a replacement, an adequate replacement, be- 
cause of limitations on the.salaries that may be paid. 

Bat as to the ofganization of the bank itself, this matter was 
brought to the attention of the advisory council. We had a special 


85759-5738 
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committee, of which I was a member, that met with them only a couple 
of weeks ago to go into this matter, and the board related oie prob- 
lems and asked that we excuse them from reporting specifically on 
that matter now, as they were making a study and coming up to 
testify. We all agreed to that and, as a consequence, made no report 
on that specifically, 

I feel that it would be wrong to superimpose on the board a fixed 
organizational chart. I think there should be changes, they should 
be required to make the study and be authorized to do so. But each 
board, as the complexion of the board changes, may have different 
organizational arrangement. You would change it one way, I might 
change it another, and I am sure that every administrator would do 
the same thing, and that they should have some flexibility to inake 
the Federal home loan bank work effectively. To freeze them would 
be, in my opinion wrong, because it might not be effective in accomp- 
lishing the job that Congress and the board themselves would like to 
accomplish in the best interests of the members of the Federal Home 
Loan Bank System. 

I believe that I have completed the points that I wanted to cover. 

Thank you very much, Senator. 

Senator SparKMAN. Thank you, Mr. Bent. 

Mr. Braman, do you have anything to add? 

Mr. Braman. Except, Mr. Chairman, the statement that there are 
some items in our committee report, which, by the way, has been 
approved by our entire league membership, which are not legislative 
items, and we did not intend that this should be a legislative document. 
It merely encompasses some legislative suggestions. , 

There are some about which we would like to talk to the Board. 
They are merely matters of regulation or administration. We never 
intended to infer that they should be matters of legislation. 

We have felt that the Board’s supervisory record is a fine one, that 
its administration is excellent, that it should, as Mr. Bent said, not 
be precluded from making such changes from day to day and week 
to week as it believes necessary for the better efficiency of the Home 
Loan Bank System, and that it should be given adequate staff and 
taken out from under these restrictive arrangements such as the 
Classification Act and placed on a basis, let us say, like the FDIC 
where you can pay salaries and where you can have your budget placed 
before the Congress in a more independent manner. a 

Senator Sparkman. Thank you. Mr. . 

Mr. Casu. Mr. Braman, I realize that you have not gone over all 
of the issues that are before us in this situation, but can we presume 
that your reply to the chairman under date of October 24 still repre- 
sents your view on the general subject ? 

Mr. Braman. Yes, sir. 

Senator Sparkman. Are there any further questions ? 

Thank you, gentlemen. We appreciate this very much. 

(The report referred to by Mr. Bent follows :) 


NATIONAL SAVINGS AND LOAN LEAGUE Report or Frperan Howe Loan Bank 
System CoMMITTEE 


(Accepted by the Board of Governors of the League, October 15, 1956, 
New York, N. Y.) 


The Federal Home Loan Bank System was originally conceived and considered 
as early as 1918 because of an apparent lack in adequate home financing facilities. 
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throughout the Nation. This need was considered by Congress from time to 
time until the presentation of a bill before the 72d Congress. At this time, after 
exhaustive public hearings, the Federal Home Loan Bank System was created 
and brought into being. A careful study of the basic acts underlying the Federal 
Home Loan Bank System and its affiliated operations leads to the conclusion 
that the foundation has been laid for an effective system to supply the home 
finaneing needs of the country. For an analysis of the intent of Congress in 
creating this System, excerpts from a report made by Senator Watson in 1932 
are useful and in many instances applicable today. (See 8S. Rept. No. 837, 72d 
Cong., 1st sess., June 16, 1932.) 

On the point of the need for higher percentage financing with the elimination 
of second mortgages and on the point of supplying funds in sparse areas from 
plentiful areas, note the following excerpts from this report: 

“The supply of capital for financing home owning and home building has never 
been sufficiently adequate to result in low cost of funds or a sufficiently liberal 
loan to eliminate the costly second mortgage, land contract, and other junior 
financing. It has been plentiful in some portions of the country, but scarce and 
costly in others, particularly in the South, Middle West, and West.” 

On the point that the reserve system was intended to supply short term and 
long term funds, note the following excerpt from this report : 

“The building and loan associations, cooperative banks, homestead associa- 
tions, 11,747 in number, together with savings banks, trust companies and other 
banks, and some insurance companies, have engaged in the home financing field. 
These institutions have never had a place to go for emergency accommodations 
or for long-time funds, It is the purpose of this home loan bank bill, with its 
system of not less than § nor more than 12 banks located in different parts of 
the country, to function as a reserve system supplying short-time and long-time 
funds to these institutions.” 


On the point that funds are to be used to provide expansion, note the following 
excerpt : 

“The Home Loan Bank System would provide a reserve agency whereby these 
institutions can raise funds upon their seasoned home mortgage loans. These 
funds will be used for several purposes: 

“1. To refinance existing mortgages so as to permit smaller payments and to 
accommodate the needs of withdrawing members and depositors * * * 

“4. To provide funds for modernization, repairs, and maintenance of existing 
homes, thus increasing employment * * * 

“6. For such building of small homes as may be desired and needed in many 
localities, thus giving employment to those engaged in the building trades.” 

On the organization of these banks and their joint and several liability on obli- 
gations, note the following : 

“All members may borrow. from the Federal home-loan bank by placing mort- 
gages with the bank to secure loans * * * The banks cannot advance to any mem- 
ber an amount in excess of 12 times the amount. of the capital subscribed by the 
member. The bonds issued by. ¢ach bank are secured by seasoned real estate 
home mortgages, with not less than 190 percent of unpaid mortgage principal 
behind each dollar of bond issues. Some short-time loans out of capital sub- 
scribed by members are permitted without mortgages being placed as collateral, 
but funds realized from bond issues cannot be so loaned * * * 

“The banks are jointly and severally liable on the bonds and in order to keep 
the banks in proper condition to serve their membership, they are required to 
have an amount equal to the capital subscriptions of their members invested in 
(1) United States Government securities, (2) deposits in banks or trust com- 
panies, and (8) short-term loans to members * * * 

“Broad powers are given to the Federal Home Loan Bank Board in regulating 
the activities of the banks and in providing for the orderly conduct of home- 
financing activities throughout the country. The Board has broad powers in se- 
lecting officers, employees, attorneys, and agents, although no compensation is 
permitted in excess of the salary paid Board members. The Board has powers 
of examination and can require periodical statements as well as examinations of 
Federal home-loan banks and their members * * *” 

On the need for this system, which is still existent, note the following lengthy 
excerpts and also bear in mind that if these objectives and need are not supplied 
by the Federal Home Loan Bank fiystem, Congress will be disposed to create 
another system or turn to other avenues for supplying this need: 

“(1) Figures show that homeownership in the United States is declining 
and that we are drifting into a nation of tenants. The principal reason is an 
insufficient amount of low-cost long-term installment mortgage money. The 
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home-loan bank bill is designed to place long-term funds in the hands of local 
institutions. Thus, a debt-free homeownership can be created as borrowers 
reduce their debt from month to month. Our national credit structure needs, in 
addition to the Federal Reserve System and the Federal Farm Loan System, 
these home-loan banking units to serve the small saver and the home buyer in 
the cities and small towns. * * * 

“(4) Homeownership has been commended and urged by our men in public 
life and leaders in all phases of American life. Millions of our thriftiest and 
most patriotic citizens have purchased their homes and now own them free 
from debt or with only small remaining mortgage balances. Recent statistics 
show that in the last hundred years over 8 million homes have been purchased 
through the building and loan plan alone. Today these people from the common 
walks of life cannot borrow on these homes to tide them threugh vicissitudes 
of unemployment, reduced income, sickness, and the like. These difficulties arise 
because mortgage credit has dried up a situation which a home-loan bank system 
for discounting home mortgages would prevent. 

“(5) The investment in the homes of the country is a significant and imposing 
portion of our national wealth. Much of the decline in the values of residential 
real estate has been due to the lack of credit during the last 2 years.* * * The 
existence of a home-loan bank system will in the future prevent the recurrence 
of present conditions.* * * 

“(8) * * * The homeowner should not be subject to the vicissitudes of the 
general money market. * * * The Home Loan Bank System will stabilize the 
home-financing activities of the country and provide a device through which 
mortgage funds will flow into the areas of need ‘ith resulting benefit to home- 
ownership in the form of lower costs and more liberal loans. * * *” 

Today our Nation is at the opposite end of the great pendulum swinging in 
our economic cycle. During these 22 years our System has been of great service 
to our Nation in aiding our recovery from a great depression and supporting our 
Government during World War II and the great expansion that has taken place 
in our country since the termination of that war. With an expanded economy, 
there has come a sharply expanded need and demand for home financing. 

Changing economic conditions have necessitated many changes in our system, 
both because of the growing prosperity of our Nation and the great growth that 
has taken place within the membership of the Federal Home Loan Bank System. 
Today the savings and loan associations have decreased in number but have 
greatly increased in stature and in the ability to provide effective services, if 
permitted to do so, to the communities which they serve. The gross assets of 
these associations now exceed $40 billion and have been the prime movers in 
converting our country from a Nation of tenants to a Nation of homeowners. 

During the 22 years since the founding of the Federal Savings and Loan Sys- 
tem, the savings and loan industry has made nearly $75 billion in home loans, 
These associations have historically financed one-third or more of all nonfarm 
residential properties of $20,000 or less in value. 

These associations have rendered a major service to the people of our country 
as a savings medium, and because of this have given great assistance in enhanc- 
ing the growth and development of our economy. The industry has accepted 
an assignment as conceived by Congress to create an additional independent 
financial system with specific goals. Every expectation has heen more than ful- 
filled . Today’s economy, however, has vastly expanded from the days of the 
late 1920s and early 1930s, and it is self-evident that although the development 
of the savings and loan business has far exceeded even the visions of anyone 
facing the problems of that era, the need and demand for home financing has 
continued at the same or greater pace. 

The transition has affected the mechanics and philosophies of the business 
as it has all other major segments of our business economy. The savings and 
lean business has many times been before Congress, requesting implementing 
laws or modification of existing laws to better fit our business to cope with 
current problems, always within the original framework of our initial program, 
and should continue to do so. 

There is currently under study the recodification of all Federal laws pertain- 
ing to financial institutions, and it is pertinent that the savings and loan industry 
present the results of its finding for the improvement of the operations and 
structure of the Federal Home Loan Bank Board and the system it serves. The 
National Savings and Loan League for _ years has studied this problem care- 


fully and a special committee appointed for reporters: icngrerimetigt ones: et 
findings and recommendations: 
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RECOMMENDATIONS OF THE NATIONAL SAVINGS AND LOAN LEAGUE 


1. The Federal Home Loan Bank System should be an independent agency, 
just. as the Federal Reserve System is independent. In this connection the 
Federal Home Loan Bank Board, like the Federal Reserve System and the 
Federal Deposit. Insurance Corporation, should be independent of the Classi- 
fication Act and similar controls imposed under the civil-service, appropriation, 
and similar acts. : 

2. The Federal Home Loan Bank Board was originally conceived as a five-man 
Board. Through various administrative orders, this has been varied from time 
to time to meet changing economic and political stresses which were taking 
place in our country. It is recommended that consideration should be given to 
reconstituting the Board as a 5-man Federal Home Loan Bank Board, and in 
the appointment of at least 2 members the President should have due regard 
to a fair representation of the savings and loan industry. 

3. It is the desire of the Federal Government to liquidate its investment in 
the Federal Savings and Loan Insurance Corporation. It is recommended that 
all members insured by the Corporation be required to pay an insurance premium 
for a 3-year period in advance, each member association to set up as an asset 
account the advance premiums, charging only the first year’s premium as an 
expense account, and the additional funds received by the Corporation to be 
used to liquidate the Federal Government’s investment in full. Upon the com- 
pletion of this program, it is further recommended that the insurance premium 
be adjusted periodically in keeping with the experience of the Corporation and 
the creation of adequate reserves for the protection of member institutions. 

4. Since the Federal Home Loan. Bank Board is an important segment of. 
the economy of the country, it should be represented on any intra-agency councils. 
or other similar bodies dealing with financial, monetary, or housing problems 
of the country... The Federal Home Loan Bank Board should be afforded the 
opportunity for formal liaison with the Treasury Department, the Council of 
Economic Advisers, and such other Federal agencies as may have an effect or 
impact upon the operation of our System. 

5, The Federal Home. Loan Bank.System is a 3-part organization created 
under 3 separate sets of laws: 

(a) The reserve functions of the Federal Home Loan Bank Board were 
established under the Federal Home Loan Bank Act of 1932; 

(b) The supervisory functions of the Board under the Home Owners’ 
Loan Act of 1933; and 


(c) The insuring functions under the National Housing Act of 1934. 


The reserve functions of the Federal Home Loan Bank Board under the Federal 
Home Loan Bank Act, the supervisory functions under the Home Owners’ Loan 
Act, and the insuring functions under the National Housing Act should be kept 
separate and distinct in their administration by the Federal Home Loan Bank 
Board, but. for the purposes of economy and centralization of Government 
agencies, should be retained under the administrative control of the Federal 
Home Loan Bank Board. With a five-man Board, there should be a division 
of assignments so that supervision, insurance, etc., would be handled separately 
from the overall Board operation. Supervision and insuring functions should 
be removed, within a reasonable time, from the regional Federal home-loan banks 
and placed under direct control of the Federal Home Loan Bank Board in Wash- 
ington, with adequate provisions for the supervising officer for compensation 
commensurate with his duties and responsibilities. The banks would be more 
effective in resolving credit problems and would be creative in presenting a better 
basis for improvement in the System in other phases of savings. and loan 
operations. 

6. The Federal home-loan banks should have more automonomy and inde- 
pendence of action from the Board. The Federal home-loan banks should have 
complete freedom of action to provide credit within limits and at rates prescribed 
by the respective banks to take care of lending requirements, subject to the 
liquidity requirements establis by the Federal Home Loan Bank Board in 
Washington. Extraordinary demands by one or more banks for funds out of 
the general financing should he adjusted by a differential in rate when the overall 
rate is increased by excessive demand. Increased demand for funds in any area 
should not restrict allocation to that area, since one of the purposes of.the Bank 
System is to secure the distribution of funds from plentiful areas to sparse areas. 
Excess use of funds by savings institutions should be controlled by imposition of 
tests as to safety and soundness and under supervisory authority. There should 
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be no credit control over Federal home-loan banks. Controls to limit housing 
should not be imposed unless and until comparable controls are imposed on all 
other major types of institutions making mortgage loans, including insurance 
companies, pension funds, trust companies, banks, etc., and unless similar controls 
are imposed on VA, FHA, direct lending, etc. Controls to stop inflationary 
tendencies should rest with only one Federal agency and should be exercised in a 
manner to affect the entire economy. 

7. The facilities of the Federal Home Loan Bank System should be used to 
expedite the purchase and sale of mortgages between members, including conven- 
tional loans, without geographical limitation. Provisions should be created to 
provide for warehousing of mortgages out of long-term funds and the creation of 
a secondary market within the Federal Home Loan Bank System, and any other 
facility that might aid the home ownership program as approved by the adminis- 
tration. The Federal Home Loan Bank Board should consider a financing policy 
of raising funds on a long-term basis for the purpose of making contractual loans 
to members when such loans to members are a contractual long-term advance for 
investment in mortgage loans. Savings and loan associations should be free to 
procure funds from pension trusts or other similar funds on a contractual basis 
entirely separate from the normal savings procurements. 

8. It is recommended that a restudy be made of the membership of the Federal 
Home Loan Bank System and the election and appointment of directors to the 
various Federal home loan bank boards of directors. Membership in the Federal 
Home Loan Bank System should be conditioned upon membership in the Federal 
Savings and Loan Insurance Corporation. Public-interest directors should be 
required to attend board meetings on a regular basis and should have their 
appointment terminated upon extended nonexecused absences, and should be 
appointed from outside the savings and loan industry. Elected directors should 
have terms limited to not more than two consecutive terms and State representa- 
tion should be within the control of each State electing such representation. 

9. It is recommended that the Federal Savings and Loan Advisory Council be 
strengthened by the assignment to that body by the Federal Home Loan Bank 
Board of secretarial and clerical assistance in order that their findings and recom- 
mendations may be more properly presented to the Board for consideration. 
Hearings should be held on all recommendations made to the Board by this body, 
and any decisions made by the Board on these recommendations should be made 
public. 

10. There should be an extension of liquidity requirements for all insured sav- 
ings and loan associations within the present statutory limits of 4 to 8 percent, 
or a reasonable equivalent formula and it should be varied as economic condi- 
tions dictate. There should be additional liquidity requirements imposed. To 
the minimum liquidity requirements it is recommended that the following should 
be added as additional liquidity requirement : 

(1) Five percent of all borrowing due within 18 months. 
(2) One hundred percent of all escrow (tax, insurance, etc.) accounts 
held for others. 


(3) One hundred percent commitments (including loans in process) in 
excess of the total of the following: 
(a) Nine times the preceding 12 months average repayment of princi- 
pal on all mortgage loans. 
(>) plus or minus the preceding month’s net increase or decrease 
in savings. ‘ 

11. The banking field, the Congress, and Washington supervisory authorities 
have insisted on a dual system of State banks and National banks and that the 
Federal Government should take no action which would interfere with or impair 
the State-chartered banking system. It is recommended that a similar position 
should be insisted upon with reference to the savings and loan system. Actions 
and regulations of the Federal Savings and Loan Insurance Corporation should 
be limited to those necessary for the safety, soundness, and protection of the 
Insurance Corporation. 

12. There should be a workable and practical two-way street between State 
and Federal associations and stock and mutual associations. Conversion pro- 
cedure should be one that will withstand scrutiny from and the public. 
Care should be exercised to see that the shareholders are y and adequately 
informed and protected as to the fair value of stock resulting from their rights 
and privileges, if any, upon which stock a fair value approved by the Federal 
Home Loan Bank Board shall be established by the converting association and 
announced by appropriate written notice mailed to all parties entitled to 
stock rights. In addition, the reserves of the mutual association should be kept 
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intact upon a conversion into a stock association and not be depleted. These 
recommendations are intended to apply only to conversions initiated in the future. 

13. The savings and loan industry should insist on a free competitive private 
enterprise economy with a minimum of Government regulation or control, except 
that necessary to assure safety and soundness of the business. Régulations 
for the purpose of limiting or restraining competition or regulations of a public 
utility nature to control rates should be rejected. 

14. The savings and loan industry should favor the extension of the savings 
and loan business where it will be in the public interest and provide additional 
service and benefits for the public and not be in conflict with the safety and 
soundness of the business. The National Savings and Loan League recom- 
mends that authorization be granted to permit the following practices which 
would provide better service to the members of the communities which are served 
by the member institutions and in keeping with the basis principles following 
the best practices of local thrift and home-financing institutions: 

(a) It is recommended that members of the Federal Home Loan Bank System 
be authorized to establish variable dividend rates on savings accounts within 
their institutions, provided that accounts of the same classification receive the 
same rate. This proposal is recommended on the basis that in various sections 
of the country, different types of accounts receive greater competition from out- 
side investments, and further, that small, active accounts are more costly to 
handle than stable, long-term accounts. 

(b) It is recommended that authorization be granted on an optional basis to 
pay dividends on savings share accounts on a quarterly basis or such other pro- 
cedure in the payment of dividends which may be considered necessary to meet 
services offered by other local institutions. 

(c) It is recommended that authority be granted to member institutions to 
make capital investments not to exceed 20 percent of share capital in land and/or 
buildings for the purpose of slum clearance, community rehabilitation, minority 
housing, and such other real-estate developments that are in the interest of com- 
munity development and public welfare. This recommendation is made because 
it is recognized that the savings and loan industry has an obligation to the com- 
munity to improve the standard of living of the citizens of the area. 

(d) It is recommended that member associations be authorized to purchase 
conventional mortgage loans in areas outside of their normal lending area on a 
direct basis or a participating basis, so long as such loans are serviced by another 
member institution and the total of such loans do not exceed 20 percent of their 
mortgage loan portfolio. This recommendation is made in recognition of the 
differences in funds available between the geographic areas of the country. 

(e) There should be attempts made to provide a self-insurance program within 
the Federal Home Loan Bank System in connection with life insurance on mort- 
gage loans to retire the indebtedness in the event of the death of the principal 
mortgagor. 

(f) It is recommended for the purpose of relieving a hardship on many of the 
savings members of associations in the lower economic levels that authority be 
granted to make persona! loans to any member of a Federal savings and loan 
association not to exceed $500 for a term not exceeding 3 years, such loans not 
to exceed 10 percent of the savings accounts of the association. 

(g) It is recommended that the policy of the Board with regard to the issuing 
of authorization for branch offices of Federal savings and loan associations be 
relaxed. Careful consideration should at all times be given to the possibility 
that a branch office might serve the needs of the community better than a newly 
chartered association. Areas not presently served with adequate financing fa- 
cilities and localities not able to be served by branch facilities of existing nearby 
institutions should be granted new charters where public need is indicated. 

15. In order to provide a sounder savings and loan system for the furtherance 
of thrift and home financing, the National Savings and Loan League recom- 
mends a broader base of investment powers for Federal savings and loan asso- 
ciations which would authorize investment, in such municipal and other bonds 
or obligations as are authorized from time to time by rules or regulations of 
the Federal Home Loan Bank Board. This authority would extend to savings 
and loan associations investment powers now held by savings banks and many 
State chartered institutions in the savings and loan field. 

16. The National Savings and Loan League favors striking the words “and 
Loan” from the name “Federal Savings and Loan Insurance Corporation” since 
loans are not insured and the inclusion of those words in the title is not properly 
descriptive. 
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On the subject of international relationships, it is recommended that the 
gon Government and the Congress be urged to channel through the Federal 
home loan banks such funds as may be appropriated for assistance to housing 
in foreign countries, particularly with emphasis upon aid to housing to be pro- 
vided in the foreign countries through counterparts of savings and loan asso- 
ciations. 

18. In the international field, it is further recommended that the Federal 
Government undertake the study of the possibilities for direct investment in 
housing in Latin American countries by savings and loan associations through 
the medium of a guaranteed or insured mortgage. In view of the fact that com- 
mercial banks of the United States have branches in many of the Latin American 
nations, it is believed that there is no justifiable reason for barring savings and 
loan associations from having offices in such countries if the countries them- 
selves permit foreign banking and mortgage institutions. 


JAMES E. BENT, 
Chairman, Federal Home Loan Bank System Committee. 

Senator SparRKMAN. That will bring to a close the hearings for 
today. We will stand in recess until 10 o’clock tomorrow morning, 
at which time we will meet in this same room. 

Thank you very much. 

(Whereupon, at 12:10 p, m., the committee recessed until 10 a. m. 
Wednesday, December 19, 1956. ) 
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WEDNESDAY, DECEMBER 19, 1956 


Unirep States SENATE, 
ComMITrer ON BANKING AND CURRENCY, 
SuBcoMMITTEE on Hovustne, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 301, Senate Office 
Building, at 10:10 a. m., Senator John Sparkman (chairman of the 
subcommittee) presiding. 

Present : Senator Sparkman. 

Also present : Jack Carter, staff director, Subcommittee on Housing; 
James B. Cash, Jr., staff member, Committee on Banking and Our- 
rency ; and Milton P. Semer, chief counsel, Subcommittee on Housing. 

Senator SparKMAN. Let the committee come to order, please. 

The first witness is Mr. Walter D. Shultz, president of the Federal 
Home Loan Bank of Cincinnati, Ohio. 

For the benefit of the reporter, will the two other gentlemen identify 
themselves and their connection ? 


STATEMENT OF WALTER D. SHULTZ, PRESIDENT, FEDERAL HOME 
LOAN BANK, CINCINNATI, OHIO; ACCOMPANIED BY GEORGE R. 
PARKER, PRESIDENT, FEDERAL HOME LOAN BANK, PITTSBURGH, 
PA.; AND JOHN MOYER SINK, JR., PRESIDENT, FEDERAL HOME 
LOAN BANK, GREENSBORO, N. C. 


Mr. Suuurz. May I identi 


them in my presentation ? 
Senator SparkMAN. Yes, indeed. 

Mr. Suuurz. At my left, Mr. Shairman, is Mr. George Parker, for 
many years vice president of the Federal Home Loan Bank of Pitts- 
_ and for the last 814 care the president of that bank. 

o 


my right is Mr. John Moyer Sink, who has been president of the 
Home Loan Bank of Greensboro, N. C., for the past 4 years. 

Mr. Stnx. Three and a half. 

Mr. Sxuuutz. Three and a half years. And prior to that time you 
were one of its officers? 

Mr. Sunx. I have been an officer for 8 years. 

Mr. Suvuurz. I am Walter Shultz. I have been president of the 
Federal Home Loan Bank of Cincinnati for the 21 years. Prior 
to that time I was in commercial banking in the field of finance in one 
way or another since 1912. I came to Washington in December 1934 
as deputy to Mr. Fred Catlett, who at that time was a member of the 
five-man Federal Home Loan Bank Board. I went from that deputy- 
ship to the presidency of the Cincinnati bank in February 1936. 

37 
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We have read the staff report, which was kindly furnished to us by 
Mr. Carter. I have been serving as the chairman of the bank presi- 
dents conference when we come to Washington frequently to discuss 
matters with the Home Loan Bank Board. As such, I was selected 
by my contemporaries to answer the questionnaire which was sub- 
mitted to all of the bank presidents by Mr. Carter on behalf of the 
committee, and which you will find on page 60 of the staff report. 
That is, my letter will be found at page 60, and the answers which 
were arrived at by a conference of the at presidents. 

We concluded that it would be better to bring in a set of answers 
to which we all agreed, rather than to try to handle it separately 
without the benefit of consultation. We have read the summary and 
conclusions of the staff which begin on page 26 and are carried over 
to page 27. 

Of the seven conclusions which the staff brings forward, we do not 
take issue with any except item No. 5, which has to do with the super- 
visory agents oat their contact on behalf of the Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation with 
the members of the banks—insured members—in the matter of 
supervision. 

ossibly I should revert to the time I went with the bank. I was 
elected by the board of the bank and they followed protocol and 
checked with Mr, Day, who was then head of the Board, and my chief, 
Mr. Catlett, to see if it would be satisfactory if I were released. It 
was satisfactory and I was released and approved by the Home Loan 
Bank Board. My salary was set by my board, but approved by the 
Home Loan Bank Board, which is the usual procedure for all officers 
insofar as the 11 banks are concerned. 

One of my immediate problems when I went to the bank was the 
question of supervision. At first I thought I might be able to recog- 
nize the very great importance of sound supervision. I have been in 
the field of finance, as I said, and I have been under supervision myself 
for about 95 percent of the time that I have been im finance. I 
started out to handle that supervision myself as one of my duties. It 
became apparent to me very quickly that it was not feasible for me 
to serve the field of supervision properly and still carry on my duties 
as executive head of the thing. So I found a man who happened to 
be in the service of the bank at that time. He had served as one of 
the examiners, but had been brought into the bank as the chief 
accountant. 

We tried him in the organization as su isor and he has held 
that job since about May 1936. He is an officer of the bank and holds 
the title of vice president, and at the present time receives a salary of 
$18,000 a year. He proved to be a man who had a very sympathetic 
approach to the problem of supervision, realizing, as I did, that super- 
vision is about 994% 99 percent education and persuation from the 
standpoint of logical approach, and the balance is less than a point 
of police duty. That has been our experience since 1936—that that 
percentage holds true. n yen 

When I was selected by abe ashington = and I was geneieted 
as superviso’ nt an in charge of supervisi immedi- 
ately. Gl tort ths heeril of my Cincinnati bank and told them of this 
appointment. I read the letter and said: 


I will have responsibilities which at times may run contrary to what you 
folks as bank directors may feel or desire. 1 will have to move upon super- 
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visory problems as they come along, but I will net accept this portfolio unless it 
is with your consent. I would propose that I would operate as the agent of 
the Home Loan Bank Board independent of this board, so that I would not be 
influenced in my activities as supervisory agent by my relations with you people 
insofar as it may involve credit problems, where we run into situations where 
the supervisory agent comes into possession of infermation that normally would 
not come to the bank, but which might adversely affect the extension of credit 
by the bank, in which case I would probably be inclined to discuss the situation 
with the executive committee of the board, which fixes lines of credit and other- 
wise keeps in contact from the credit standpoint with the activities of the bank 
from the lending standpoint. 

They agreed to. that, and since that time supervisory problems 
have not been brought to the attention of the board, but have been 
handled by me and by Mr. Whitaker, who has been appointed as 
supervisory agent along with myself and along with one of our other 
vice presidents, Mr. Julius, who is primarily responsible for the ex- 
tension of credit. There is a close haison maintained between myself 
as executive head and Mr. Whitaker as supervisory agent and Mr. 
Julius as the man in charge of credits. We have been very careful to 
maintain a very definite distinction between supervision and bank 
operations. 

But we have found as we came down through the years that the 
relationships we have maintained with our men as bank officers, with 
the fieldman who brings the information in from the field which is of 
value sometimes to us supervisory-wise In connection with the exten- 
sion of credit—we find institutions are inclined to overextend their 
activities, sometimes to the extent that it might adversely affect them 
from a supervisory standpoint, that is, the soundness of the institution, 
and so on. But during these years not to my knowledge has there 
been anything arising which would justify the sound operators in our 
district to be critical of the relationship established as I have de- 
scribed it, with Mr. Whitaker directly in charge of supervision, and 
with me in conference with him as the occasion may arise. 

I suspect in 90 percent of the institutions that are operated today 
in such a way that the supervisory letter is merely a transmittal letter, 
and sometimes possibly to a point that the collections are not quite 
up to average for the country, and so forth. But very, very seldom, 
relatively speaking, do we find supervisory problems of a difficult type. 

We have not hesitated to hold meetings with the board of directors. 
Sometimes Mr. Whitaker and I have handled them, and sometimes he 
has handled them himself. Never have I handled a supervisory case 
by myself since Mr. Whitaker has been chief supervisor. I do not 
write the letters, but I see the letters that have to do with the difficult 
cases. I do not see the letters which are the run-of-mine letters, We 
have a man who is in charge of processing applications for insurance 
and membership, Mr. Berry, who is also a vice president. 

When an application comes in which involves questions about which 
we are not certain as to how they may develop, Mr. Berry will prepare 
the report.and submit it to me and then we will call in Mr. Whitaker 
from the supervisory standpoint and say, “Joe, there are items in 
here. Does this appeal to you as being of such a type that it might 
develop into a supervisory case in the event we recommend this for 
insurance and its accounts are insured?” If he raises some question 
then we are very careful in our presentation to the Home Loan Bank 
Board to bring out the ag that tippeals to him and to me and to Mr. 
Berry as being of such a nature as to require consideration by the 
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Board before the Insurance Corporation before it recommends for 
insurance. 

We realize, as agents for the Insurance Corporation and the Board, 
processing applications for insurance, we are developing a relation- 
ship there which will eventually come back to roost with us in the 
event we are unwise in our recommendations and unsound institutions 
are insured. Our fieldman brings in continually items that he picks 
up in the field which we find are of value to us. 

Maybe I should give you a case or recite one which is public property 
now. 

A number of years ago a federally chartered institution in Cin- 
cinnati had overextended itself. It had gotten into difficulties in the 
overextension of credit to a builder. e builder went into bank- 
ruptcy and had to compromise with his creditors, and we found that 
it was an insurance case. The Board, which was one of the former 
boards, decided that a conservatorship was desirable. The papers 
were drawn and given to us. I checked with the Board and said I 
felt the institution could be rehabilitated without throwing it into 
that. We have about 270 savings and loan institutions in Cincinnati 
which came through in splendid shape. They are the type of insti- 
tution that are a community affair, comparatively small in size. The 
Board agreed with me that if I could go out and rehabilitate that 
company by changing the directors and getting new management and 
otherwise developing a company or an association which would be 
sound, that they would go along with us and the Insurance Corpora- 
tion would put in what money was necessary. It eventuated that 
they put in about $90,000, most of which was eventually recovered. 

s a result of my extracurricular activities in Rotary and the Better 
Business Bureau and various other boards I was serving on, I was 
able to find civic-minded individuals in the community who were 
willing to work on that board and to help rehabilitate it. It was our 
job to work out and find a new manager, which we did through the 

ae of one of the other bank managers in another district. 

hat company is today $30 to $35 million in size, and the only 
criticism we ever had was from a few of the individuals in the business 
there, who had known nothing about the situation or how it was being 
handled until the company was being revamped and on its way. In 
the meanwhile we loaned the institution the money it needed to pay 
its withdrawals and otherwise maintained the status quo so far as 
the industry and the public generally knew, in the community. 

As I said, we questioned the desirability of the separation of the 
supervisory duties from the duties of the banks. I am not quite able 
to distinguish whether they want more supervision in suggesting it, or 
whether they want less, The charge is made, or the suggestion is 
made, I should say probably, that the bank officers and the bank presi- 
dents are so busy with other activities that they have not the time 
to give to the question of supervision. 

I think in a way we are like the Home Loan Bank Board. We are 
the officers or the executives of the bank and, like the presidents of 
any corporation, it has various departments and we have supervision 
of one of our departments. We have a very definite division of labor 
which is maintaned, and the responsibility is maintained very care- 
fully. I question whether—in fact, I am sure in my own mind that it 
will be impossible to go out into the field and find men under. civil 
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service who will have to work at the salary that can be paid to those 
men, and find men of the ability necessary to maintain the type of 
supervision which has been maintained by the Federal Home Loan 
banks since that responsibility was given to them. 

I think I can say without fear of contradiction that the industry 
needed its standards to be raised at the beginning of the depression. 
I am sure that was one of the responsbilities of supervision, and of the 
bank officers working in unison in 1936, when I went to the bank. I can 
say I am sure that the standard of operations which has been raised 
so materially, to some extent has been raised by the supervisory efforts 
of the presidents. 

It has not been brought to my attention, and insofar as I know 
to my contemporaries’, that there are instant cases where the super- 
vision was not handled correctly, or was not handled constructively 
or where the boards of the banks have interfered in the matter of 
supervision to the point that it has been detrimental to the institution. 
There have been some institutions whose toes have been step on, 
certainly. They have been corrected. There have been defalcations 
and there have been difficulties encountered, and in my estimation, 
and I believe I have been closely in touch with the system as a whole, 
those difficulties have been moved up on fearlessly and constructively, 
and without interference from the boards, and—certainly it is true 
in our bank—without interference from the board of the bank involved. 

I think I should emphasize that there is great value in the contacts 
which the bank officers have with the members as a whole. We have 
had suggestions brought to us by the members of the fraternity, that 
is, the institutions in our district, as to the improprieties that were 
being indulged in by some of their contemporary institutions. We 
have had appraisals made where an institution in the community 
has come in and said to us, “We think you should get in and get busy 
on these.” We maintained these contacts with these institutions on 
a constructive basis and without a thought of tempering our attitude 
toward them supervisorywise, but with the idea of having them know 
as well as we can that they are friends and ‘we have been given this 
duty to perform, and we are going to do it without fear or favor. 
As a matter of fact, one of our directors—he is not on our board now, 
but I think he is one of the very best friends I have in the industry— 
they found he was indulging in practices which he thought were all 
right, but which were not. We moved in.and went to meet with him 
and his board, Mr. Whitaker and I explained the situation and he 
corrected the situation. Since that time in my book he has run a 
very high-grade outfit, not subject to supervisory criticism: 

think I have covered probably more ground than maybe I should 
as a preliminary statement. Messrs, Parker and Sink have had 
different eee 

One of the strong points in the Federal Home Loan Bank System 
is that we have 11 separate banks, and the situation in Sink’s district, 
which is the solid South—south of. Parker’s district and the one in 
which I am located—his problems are entirely different from what 
we have in our district. same is true of Mr. Parker of Pittsburgh. 

I will be very glad to answer any specific questions you might want 
to direct to me, and I am quite sure Mr. Sink and Mr. Parker will 
be glad to add something that occurs to them which I may not have 
covered. 

Thank you. 
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Senator Sparkman. Thank you, Mr. Shultz. 

Mr. Sink or Mr. Parker, do you wish to add or make any comment 
at this time? 

Mr. Parker. Thank you, Mr. Chairman. 

I came into the Federal Home Loan Bank of Pittsburgh’ in May of 
1933 as an outsider. My previous experience had been in the public 
accounting field. My board at that time in the Pittsburgh bank found 
the need of a second officer possessing certain technical knowledge, 
and so for the first 15 witch as vice president, was the technician 
and operating officer within the bank. 

In our district—Pennsylvania, West Virginia, and Delaware—we 
were immediately into the problems of the depression in two States, 
I might add, principally in Pennsylvania, where at one time there 
were probably over 4,000 savings and loan units, with a majority of 
those centered in the city of Philadelphia. There had been no code 
in Pennsylvania prior to 1933, and as a result many of these asso- 
ciations were operating in the field of second mortgages. Many of 
them were plain rackets, with the result that the depression in real- 
estate values rape out hundreds, and in fact probably two or three 
thousand of such units in the State of Pennsylvania. 

There was a great decrease of assets all over our district. I believe 
that at one time we got down to a level of about $300 million or a little 
more. 

It became an immediate problem of rehabilitation to raise the stand- 
ards of operation, and in fact to revamp them, which was recognized 
by the Legislature of Pennsylvania when they adopted a code out- 
lawing the second-mortgage type of operation, and modernizing in that 
code many of the building and loan practices. 

Therefore, that was an immediate problem of mine, following which 
we ran into the question of supervision in the year 1934, when our first 
examinations began to be made of the early chartered Federals, to be 
followed on a wider seale as institutions became insured, following the 
legislation permitting insurance of accounts which was passed in 1934. 

Tn those early days I handled the routine supervision myself in con- 
sultation with our president. We adopted a policy which we, for the 
lack of a better name, labeled constructive criticisms in our letters with 
which the examination reports were transmitted. We had no large 
institutions anywhere in our district as members of our bank, They 
all had literally to grow up, and we believe that through our advice, 
instructions, and cooperation that we have done a very good job in 
our district, with assets today better than $2,600 million, and with no 
failures along the way. Weare happy to that. 

We did have one case of a recently chartered Federal whose prin- 
cipal officer became involved ill y in a fire-insurance operation 
which caused his indictment, and we immediately moved in and took 
the charter from that Federal, which was then only about $10,000 in 
assets. In the process of review I believe the Insurance Corporation 
had a slight less of $1,000 or, $1,500, principally the result of staff 
travel and salaries. 

All the way through we have attempted and have, I believe, been 
fair with our insured institutions. I believe I could make this state- 
ment, that less than a handful of our insured members today have ever’ 
resented or at this time resent the presence of the officers of the Federal 
Home Loan Bank of Pittsburgh as their supervisory agents. 
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As our institutions grew and became more numerous in point of 
membership and insurance, of course, it was necessary for us to aug- 
ment our staff. First I had an assistant doing the peokinninery and 
analytical work. I then followed a review and signed out as an agent 
for the Federal Home Loan Bank Board—a supervisory agent—all 
routine letters. Any case that was troublesome in my judgment was 
brought to the attention of my president, and that policy has persisted 
through today. 

I became president of the bank in 1948, at which time it was neces- 
sary for me to go outside of our own staff and, in fact, outside of our 
district, to find a man who I felt was capable of becoming my vice 
president and in charge as supervisor, because in my opinion there are 
three major fundamentals that must be possessed by a supervisor: 
First, a thorough knowledge of the laws and regulations; secondly, 
the ability to express our opinions and objections and criticisms 
clearly; and, thirdly, and perhaps more importantly, temperament. 
To possess the ability to sit down and look at a case and know the indi- 
viduals involved, and reach a conclusion without fear or favor to it. 

So I was most fortunate, I believe, in my selection of a man, which 
incidentally came out of the Board offices in Washington— a young 
man who had spent many years with the Federal Home Loan Bank 
Board and had established a very high reputation there. He is today 
carrying on the major portion of our supervisory work. 

We have too in the Pittsburgh bank Sento the very early days a full- 


time counsel. With a great many of the associations that I mentioned 
in our district and the fact that we were having new managements com- 
ing into these rehabilitated units being set up on a full-time basis there 


were many legal problems which our bank felt could best be solved 
through services from the bank itself. That has worked out, I believe, 
most advantageously to the industry and to the bank, and it has been 
very much appreciated, So we use our counsel as an analyst, and from 
him the case flows to, the vice president, where it is signed out. 

The great majority of all supervisory reports go out without my 
ever seeing them or even knowing about them, but problem cases must 
come to my desk. Any cases of question or controversy, where it is 
necessary to meet with the board of directors or to take some drastic 
action, 1 perform that function. It isan increasing one. It impinges 
on my time. 

We have discussed it before our board of directors on many occa- 
sions. It is an expensive operation to the bank. But we feel that the 
benefits of the intimate knowledge that we obtained from our super- 
visory work with the access to the field examinations, more than com- 
pensates us for the added costs of these particular functions. 

With respect to the impact of supervision, which Mr. Shultz has 
referred to, on the bank officer in relation to his dealings with his 
board, I can tell you that no director of the Federal Home Loan Bank 
of Pittsburgh has ever seen a supervisory docket, and none has ever 
asked to see one. Our directors have been of great integrity. They 
must be to be elected. We have a large mumeiataian They are se- 
lected by Papuan vote and unless they are outstanding men they are 
simply not elected. 

I have never had any arguments or questions from any member of 
our board, 4 of which, oscentally. are appointed by the Home Loan 

sank Board, 8 being elected from the membership. We have had 
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a few occasions to criticize some of the operating practices of our 
directors who were managers of savings and loan associations. For- 
tunately none of these had been severe situations that. involved any 
question of integrity. 

So we believe in our bank that while we are doing a great deal of 
work in the interests of supervision, we are doing it also in the inter- 
ests of the bank itself. I believe that our contributions in that direc- 
tion have materially strengthened the operating prnesen of our 
member institutions. I do not believe that our members, to reiterate, 
would vote to see our present situation changed. 

Thank you, sir. : 

Senator Sparkman. Mr. Sink, do you wish to add anything? 

Mr. Suvx. Mr. Chairman, some of the statements I will make I 
know will be repetitive of what Mr. Shultz and Mr. Parker have had 
to say. However, I feel that you are interested in the situation as we 
see it in the Southeast, which covers, of course, your own State of 
Alabama. 

The Federal Home Loan Bank of Greensboro is organized in a 
manner very similar to that of the other banks. The bank president 
is a supervisory agent for the Federal Home Loan Bank Board, re 
resenting both the Board and the Insurance Corporation typically in 
all of the dealings with the members in connection with supervision. 
There are in addition to the president of the bank, three officers, one 
a vice president who is in charge of supervision, which includes, of 
course, the amount of statistical information which is developed from 
various types of reports received from the members and an analysis 
of those reports. pically the officer, or the vice president in charge 
of supervision, handles all supervisory cases without consultation with 
the bank president. Those, you might say, are the run-of-the-mine 
cases. 

In problem cases, and we do have those occasionally, the bank a 
dent and the vice president in charge of supervision work very closel 
together. Typically a supervisory letter may be written and rewritten 
numerous times. Of course, in the more critical cases that supervisory 
letter and the report of examination are presented in person to the 
board of directors of the institution involved. 

At such a supervisory conference we make it a practice for both 
the president and the vice president in charge of supervision to be 

resent, To the best of our knowl , there has never arisen in the 
“ourth Federal Home Loan Bank District any problem resulting 
from the dual capacity of the bank’s officers as supervisors. 

A second vice president of the bank is in charge of applications 
and fieldwork. His work ties in in many respects very closely with 
that of the vice president who handles supervision, particularly in 
connection with applications for bank membership, insurance of ac- 
counts, conversion of State-charted institutions to Federal charter, 
and branch apyeesnene: In those cases the officer handling super- 
vision i y reviews all of the reports required to be submitted; 
and reaches a determination as to whether in his opinion the insti- 
tution is so operated that it should be granted permission either to 
establish a branch or whether its application for bank membership 
and insurance should be approved. 

In addition to that, we do carry on a very substantial amount of 
field work in the bank. We have actually two field representatives, 
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one of whom is now on leave getting some additional training. The 
fieldmen make about 700 calls a year, which means we get into some 
institutions more than once during the year. 

In addition to that, each officer of the bank makes calls on the 
members in the course of tenure and some officer appears at all of the 
State league meetings and goes to these meetings of the State leagues, 
and meetings of the United States Savings and Loan League, including 
the Southeastern Group Conference. 

We maintain a very close contact with all of our members through 
that operation. 

The third officer of the bank, the treasurer, is responsible for the 
banking operations. Again in normal cases he does not consult with 
the president of the bank. It is only when some problem is involved 
in connection with a loan that there is consultation. 

We are somewhat at a loss to understand how the banks could 
operate in their lending capacity without a very close interrelationship 
between the supervisory operation and the banking operation. Very 
frankly, I believe that it would be the next thing to impossible for 
the bank to make loans wisely without a thorough knowledge of the 
operations of the institution, of any deficiencies in its operations, and 
of the corrective measures which are taken from time to time to 
eliminate deficiencies. 

The setup which we have in our bank system has been tried now 
for over 20 years. It very closely parallels certainly that of the exist- 
ing setup in the Federal Reserve Bank System, where there is a vice 
president in charge of supervision and examination. Of course, we 
do not have the responsibility for examination. 

There has been, of course, some question as to whether or not the 
relationship between the directors of the bank and the bank’s officers 
is such that the bank’s officers might fail to take appropriate super- 
visory action when it is required in connection with the directors of 
the association. I cannot conceive of such a situation. Either the 
director would have to be venal or the bank’s officers would have to be 
very weak to be swayed by the fact that a director’s institution is 
involved. As a matter of fact, we have had several cases involving 
director’s institutions. We have taken what we believe to be the proper 
supervisory action without question and without delay. To the best 
of my knowledge, no director’s association to whom that action was 
directed has ever raised any question. 

There is in our opinion a very definite necessity for close field con- 
tact. between any supervisory authority and the membership. In 
the banks we maintain that closeworking relationship which we okievt 
is necessary. 

I would like, if I may, sir, to give you some of the matters that come 
to our attention not as supervisory agents, but which definitely relate’ 
to supervision, 

In one case an association was organized. Friction developed be- 
tween the directors and management to such an extent that manage- 
ment came to us and soviet ¢ certain violations of Federal statutes 


on the = of one of the directors. We had been very helpful to this 
a 


particular managing officer during the time the association was being 
organized and during its early days of operation. Within a week he 


85759574 __ 
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was back in to tell us that not only was a director involved in a statu- 
tory violation, but he himself was short. { 

You can’t get that type of result without a close working relation- 
ship, in my opinion. 

Very often at meetings or as the field representative calls on mem- 
bers, we pick up information which is definitely valuable from a 
supervisory standpoint. A very simple illustration of that is that in 
the past 6 months our field representative went into a small associa- 
tion in a southern city. He had—we had had no complaints about 
this small institution, but on the window it stated “Banking Hours 
9 to 5.” That caused him to check up and he found that in addition 
to that the association was»advertising that it paid interest at the 
rate of 3 percent per annum and that in addition to that it accepted 
deposits. None of those practices are considered good, but that infor- 
mation certainly came in to us well in advance of any date when we 
might possibly have received it: through examination. 

Actually we contacted the association immediately. The practice 
was eliminated and I feel sure that it made for a much better con- 
tinuing relationship between commercial banks and savings and loan 
associations. 

Those are little instances, but. they do illustrate, I believe, the value 
of a close field and working relationship between the membership of 
the banks and the supervisory agent as now constituted. 

To my way of thinking, a supervisory agent under any separate 
type of operation would not have the advantage of those numerous 
or field contacts, which in many cases bring to light needed corrections. 

I would like to give you one other instance, and I think it is one 


which has received considerable comment here in Washington, and 
certainly it was one which concerned us a great deal. I had the very 
dubious honor of effecting the settlement which resulted in the transfer 
of the Commonwealth Building & Loan Association.of Norfolk, Va., 
to the Home Federal Savings & Loan Association of Norfolk. That, 
honestly, See was a wedding of supervisory power, banking 


operations, and the Insurance Corporation. To my way of 

there could have been no quick settlement, had there not been that 
close interrelationship which existed. I know that if there had been a 
receivership, as a minimum the savers in the Commonwealth Build- 
ing & Loan Association would have lost all of their accumulated 
dividends. Those who had more than $10,000 in savings’ would, of 
course, have lost any amount in excess of the insured balances. As it 
worked out, no one Jost anything. I am very hopeful, of course, that 
even the Insurance Corporation will wind up losing nothing. 

When I say “no one lost anything” I mean the public. 

The settlement was worked out quickly with the bank’s assistance 
as such, because we were putting up money on a day-to-day basis to 
enable Commonwealth to meet withdrawal demands. It was worked 
with the saperyinnty knowl that we acquired through a very close 
contact with the situation. Frankly, had we had less knowl of 
the situation, I am not too confident as to what attitude we, as officers 
of the bank and not as supervisory agent, could have taken. 

These do give you some ideas actually of the real wedding of jobs 
between supervision and ing, 

Again I would like to say that I cannot conceive of a situation in 
which we would be willing to lend without a very thorough and 
detailed knowledge of each institution’s operations. 
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If I may, sir, I would like to close by giving you a litttle bit of 
the experience of the man who handles our supervision, and I am 
sure you will see how difficult it would be to obtain men to fill a super- 
visory job. 

Fogarty, our vice president in charge of supervision, has had 10 
years in a savings and loan association. He was in the service for 2 

ears. He served the Examining Division in the Federal Home Loan 

ank Board for 12 years, and a part of that time he was assistant 
district examiner in our bank district. He has now been with the 
bank for 4 years. His salary next year will be $14,600. I admit that 
salary is not an insurmountable problem insofar as the separation of 
supervision might be concerned, Seema I am confident that the Con- 
gress could permit the Federal Home Loan Bank Board to operate 
under an independent budget. However, to find the man himself 
would still be a very, very difficult problem. 

I believe that covers most of the matters I wanted to bring to your 
attention, sir, and if there are any questions you have I will be glad 
to try to answer them. 

Senator Sparkman. There will be some questions. 

Mr. Carrer. Gentlemen, for the purposes of the record I would 
like to try to sum up what seems to me to be the issue to which you 
have addressed yourselves, and as many of the arguments on both 
sides as I can, so that it will be contained in the record in a concise 
manner. 

In the first place, each of you gentlemen is a bank president. As 
a bank president you are also designated as a supervisory agent. I 
understand from your discussions that you generally delegate those 
duties. 

The issue to which you have addressed yourselves is contained in 
conclusion No. 5 on page 27 of the report, which says: 

The Home Loan Bank Board should take appropriate steps to provide itself 
with a staff of competent supervisory agents responsible to the Board and divorced 
from any connection with the institutions being supervised. 

The reason for that recommendation was based upon the testimon 
we have previously received which mentions that each of the bank 
presidents in effect serves a dual pu . Each is a bank president, 
where he is concerned with the problems of the Federal Home Loan 
Bank. At the same time he is designated as a supervisory agent, which 
requires him to supervise the functions of the local associations served 
by that bank, 

There have been two major criticisms made with respect to the 
Board’s examination and supervisory functions; also, the supervisory 
functions as they are carried out by the bank presidents. First, the 
Bureau of the Budget and the General Accounting Office point out 
that bank presidents who act as supervisory agents are recommended 
by a board of directors, the majority of whom are elected by the mem- 
ber associations, i. e., the organizations which are to be supervised. It 
is argued that the selection of supervisors even indirectly by the asso- 
iations to be supervised, may create the possibility of a conflict of 
interest. Both leagues in submitting testimony have taken the position 
that the duties of a bank president are sufficiently important to require 
the full services of any individual so appointed. The leagues yaise 
the question as to whether an individual can or should perform as a 
bank president while at the same time acting as a supervisory agent. 
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It is argued further that a bank president should be concerned 
solely with the duties of operating his bank, whereas the interests of 
a supervisory agent are aimed at the proper operations of a local asso- 
ciation and may at times conflict with the interests of.the bank 
president. 

In answer to these arguments you gentlemen have said, if I under- 
stand you correctly, that there is such a close coordination between 
your duties as a supervisor of these local associations, and your duties 
as a bank president, or vice versa, that you are able to conduct each 
of these duties in a fashion more efficiently than if you did not serve 
in those dual capacities. Is that correct? 

Mr. Suutrz. That is correct. 

Mr. Parker. That is correct. 

Mr. Carter. With the background you have presented, there are 
some questions I would like.to ask you. 

ave, do you believe that supervision and examination, which are 
presently divided in the existing system should be continued separately 
or should be combined? That is, there is the Division of Examina- 
tion and the Division of Supervision in the Home Loan Bank Board. 
Are those functions as presently carried out efficient, or would they 
be more efficient if they were combined ? 

Mr. Suvurz. Our experience, if I may answer from my own, has: 
been that it has been very satisfactory. The audit which is made in 
conjunction with the examination is a fact-finding operation. ‘The 
type of men who perform that duty should have accounting back- 
ground. They can be younger men who are not.as broadly acquainted 
with savings and loan operations as would be necessary for sound 
supervision, it seems to me, and I have felt at the time at the incep- 
tion of the program of separating the examination from supervision, 
that it was a sound program and, as far as I know, it has worked out 
satisfactorily. I think the Examining Division is confronted > 
as a result of civil service restrictions, with a very difficult problem. 
That is, to find men with accounting background whom they can 
attract to service in the Examining Division atthe salaries which are 
available for the starting positions. Certainly if those same men were 
expected to exercise supervisory activities in addition to the fact- 
finding responsibilities, it would be presenting much more difficult 
problems than it does today. ; 

Private industry is attracting those younger men and the older men, 
week after week and month after month, into the ranks of private 
industry in a way that causes a real problem. _ I think that the same 
problem to a considerable extent would apply—and this is not exactly 
an answer to your question—as to the supervisory group, if the super- 
visory group were put under civil service too, and the salaries that 
could be paid were limited as they are today. 

My own experience is that the relationship is a happy one. 

When the report. comes in in detail, a copy is sent to the directors of 
the institution, and a copy comes down here, and a copy comes to the 
supervisory agent and State institution, and a copy goes to the 
State superintendent, and the result is that those supervisory men, 
without getting down into the details of auditing and examining, can 
look at the picture from a broader mania considerably than if 
they had been in the institution actually doing the detailed work. 
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Mr. Carter. I am not suggesting that supervisory personnel be 
disposed of and examination personnel take over the functions. I am 
asking the question as to whether the two should be combined in one 
organization. 

On the one hand, it seems to me you are arguing that there should 
not be a separation affecting bank presidents; that is a division be- 
tween the duties of a bank president and those of a supervisory agent. 
But on the other hand you are arguing that there should be a con- 
tinued separation between examination and supervision. It seems to 
me that the examiners are more familiar with the specific details in 
an examination report than would be a supervisor wilte das not made 
the examination. 

I do not propose that the specific examiner who makes the examina- 
tion would exercise his judgment as to whether an organization was 
right or wrong in some action, but that the examiner would pass it on 
to his superiors, who could call him in, consult with him and reach 
a decision at the highest level. 

Mr. Suuurz. Mr. Parker has background in accounting. You were 
with Ernst & Ernst, were you not? 

Mr. Parker. Yes. 

Mr. Suunrz. And probably would answer on some of the differences 
or some of the factors that would be involved there. 

Mr. Parker. Well, it is one of those occasions that can be debated 
from here on out. Obviously, if you have the caliber of men at the 
head of your Examining Division who are qualified for supervision 
I could see no objection to the two being within the same Division. 
But that seems in my thinking to be the crux of the matter; that it is 
very difficult to bring out that type of experience within the frame- 
work of the Examining Division. 

I think there is something to be said for the outsider taking a fresh 
look at this report of examination, because his views are not colored 
in any respect by contacts during the course of work, nor irritations 
along the way. That is, with the staff of the institution, or the 
managers. 

We have a very complete report before us and on which we do our 
supervising, but I would not argue against that type—if we had that 
same type of supervision at a high level within the Division, perhaps 
it would be all right. However, as Mr. Shultz pointed out, we 
have had great success, I believe, in the methods wt heretofore, and 
I see no particular erying need for a change. 

Mr. Casn. As I understand the similar operation in the Federal 
Deposit Insurance Co ion, the chief examiner in a particular 
district for the Federal Deposit Insurance Corporation functions as 
a eee agent for the FDIC im that area. Is that your under- 
standi 

Mr. Suvuurz. I am not acquainted with the procedure. 

Mr. Casu. I think that is ee : that ~ chief oaine fune- 
tions as supervisory agent in the Chicago office or Chicago district 
of the Federal Deposit eurtnes Corporation and has a corps of sub- 
ordinate examiners assigned to examine banks within that district. 
The reports are written and flow through a chain of command in the 
Chicago office to a Jevel of judgment properly compensated, and. the 
decision is made within the office of the chief examiner as to what. 
should be the nature of the supervisory comment, or what would be 
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the nature of the letter of direction to the institution that had beer 
examined. 

As I recall your testimony about the present vice president that you 
have, Mr. Sink, and the vice president that you have, Mr. Parker, did 
you not say that they are both products of the examining operation ¢ 

Mr. Parker. No. 

Mr. Sunk. No. 

Mr. Casn. Then I misunderstood you. 

Mr. Sink. Actually, perhaps examiners tend to become technicians, 
and at one time I examined for the Federal Reserve bank in Phila- 
delphia, so I think I can speak with some background there. The 
great difficulty is that some examiners after an extended period of 
service adopt what I call the examiner’s attitude, which may or may 
not be hypercritical. You remember, these institutions must be 
supervised fairly, without hypercriticism. 

Mr. Casn. With good judgment. 

Mr. Srnx. With good judgment. So not all examiners by any 
means in my opinion would qualify for supervision. 

Mr. Casn. Certainly not. 

Mr. Srtnx. You get an occasional examiner who, because of ex- 
perience in private industry and subsequently in examination, can 
qualify as a good supervisory agent. 

Mr. Suuvrz. Maybe I should correct something. I said Mr. Whit- 
aker had been for several months in the Examining Division, but he 
had come in and had a broad accounting background and was in 
charge of our accounting services when he was selected. I doubt if 
the experience he had as an examiner especially equipped him for 
the job of supervising. 

Mr. Casu. Is it infrequent that a Federal home loan bank will filf 
this vice presidency by selecting an employee from the Examining 
Division or Division of Supervision in the Home Loan Bank Beard 
itself? 

Mr. Sxuutrz. 1 do not know, but I know the chief examiner in our 
district, Mr. Woodford, went to the Federal Home Loan Bank of San 
Francisco as their supervisory agent of the San Francisco district. 

Mr. Casn. It would seem to be a good training ground for such a 
job if the man possesses the other attributes. 

Mr. Suuurz. I am inclined to agree with you. It is possible, com- 
ing back to your question, Mr. Carter, that if it were decided to sepa- 
rate the supervision from the present bank officers, that it would be a 
logical arrangement to have an overall examination and supervision 
setup. But I was dealing with your question from the present stand- 
point which would—if it were changed—would bring the examina- 
tion into the banks and each would have a separate examining staff. 
I believe there is a great value in the uniformity of examination, and 
that is certainly, as I understand it, maintained by the present exam- 
ination arrangement with Mr. Bonesteel as the Chief Examiner here, 
and his assistants, and with them directing the activities of these 
men in the field. 

Mr. Carrer. I have one further question. Your use of the word 
“uniformity” prompts the question. There are now 11 bank districts 
and with 11 presidents who are ee as supervisory agents. Iam 
wondering if that means that you have 11 different types of super- 
vision. Is there any method of coordinating the policies or alining 
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the policies, I might say, so that supervision in each of the districts is, 
at least roughly, comparable? 

Mr. Suutrz. I think we should have brought into the record the 
fact that there is a Chief Supervisor, the Director of Supervision, here 
in Washington, with a staff. All of the examination reports and all 
of our supervisory letters and all of our contacts of every sort having 
to do with supervision come into the Chief Supervisor. 

Mr. Carter. But is it not true that about 90 percent of the super- 
visory actions are taken in the field? 

Mr. Suutrz. That is right. Only certain cases are reviewed here, 
it is my understanding, and they are those where the institution rates 
below par in the estimation of the field supervisor. 

There is, I think, a very close liaison between the district super- 
visor, that is, the officer of the bank who handles supervision, and Mr. 
Wyman’s office, he being the Chief Supervisor. As a matter of fact, 
I do not believe you can supervise on a cut-and-dried rule. That is 
where the difference comes in between examination and audit and 
supervision. 

I think we were hopeful, or I have been hopeful, that in our discus- 
sions here with you, you would become aware of the fact that there 
are so many different types of occasions that arise that it requires a 
man of judgment and men who will have to have, or should have, a 
very broad background of experience to make sound supervisors. 

When a supervisor goes in and talks to a board of directors it would 
seem to me, in order to be impressive and to be effective, that he should 
be able to speak the language that that board understands. He should 
have a sympathetic viewpoint and give those fellows credit for bein 
men of integrity, desirous of operating a sound institution, an 
those who welcome sound suggestions as to what the changes should 


As I said in my opening remarks, I believe a very substantial part 
of supervision involves leadership, education, suggestions, and a com- 
paratively small part is the use of the police power as such. 

This is a fine industry we are working with. They could not grow 
the way they have since 1945, in a decade, from about 8 or 9 billion 
dollars to somewhere around 35 to 40 billion dollars, unless they were 
operating soundly, and unless they had a type of supervision which is 
constructive. Otherwise there would have been many, many difficul- 
ties developed which have not developed. 

While it may seem improper for us—and I am retiring, incidentally, 
the first of the year, so I am not looking into the future—I am retirin 
in the normal course of events from the presidency of the bank with 
which I have been associated—but I do not think there is any question 
that these sound operators of savings and loan will not only admit that 
the business as a whole is sound, but it is operated along high-grade 
lines that are worthy of the confidence of the American people, both 
from the standpoint of savings and sound lending agencies, but that 
= eee agents have had a substantial part in bringing that 
abou 


I hope that it is not too egotistical because it is not intended to be 
egotistical, but I think it is a statement of fact which will be corrobo- 
rated by the industry. ; 

Senator Sparkman. Mr. Sink, did you want to add something. You 
gave the appearance you were about to speak. 
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Mr. Stnx. I would say this: We have really relatively few problem 
cases. We have 561 members in the fourth Federal home loan bank 
district. Those members have about $6 billion of assets. In the course 
of a normal year we probably have to arrange for something like 
8 or 10 supervisory conferences with boards of directors. That means 
when we arrange such a conference that it is a problem case of 
sorts. Very often the problems have arisen as a result of a terrific 
growth and the business has grown rapidly. Quite recently we met 
with the board of directors of a association which is soundly operated. 
There were some supervisory problems involved, none of a serious 
nature, but we felt it was our duty and responsibility to point out 
to them that the institution was growing beyond the capacity of its 
present management to handle it properly. 

What is involved is the necessity for planning on the part of the 
institution, and for reorganization of its operational patterns, and for 
the adoption of sound policies for the future. The board of directors 
of that imstitution were not only very glad to receive us—as we pointed 
out their problems they recognized them. There is not going to be 
any change in members. There is not any contemplated change in 
directorate, but there is going to be a strengthening of that institution 
to enable it to perform in the future the very good job which it has 
been doing in the past. That is a part of supervision, to my way of 
thinking. It is a pointing out of the necessity for adequate planning 
and policies and operations to take care of continued growth of this 
business. 

We think that the type of supervision we are providing is sound. 

We are not policemen except where by reason of violations of the 
law it becomes necessary for us to be policemen. On the other hand, 
regardless of the type of individual involved, no matter whether he 
is a personal friend, or someone whom we do not care for very much, 

rhaps—no matter what institution is involved, whether it is a 

irector’s institution or some institution whose officers we may never 
have met—and that can happen occasionally when they get new 
officers—we treat them all alike. That is our objective and our goal 
and I believe our accomplishment, that we do treat them alike. 

Mr. Semer. Mr. Sink, in the Norfolk case, do you think the wrong- 
doing would have been uncovered sooner and the remedies that had to 
be taken would be more in the public interest if the provisions of 
Reorganization Plan No. 2 had been in effect. during that time? 

Mr. Srv. Sir, if the provisions of Reorganization Plan No. 2 had 
been in effect, I believe we would have had a receivership in Norfolk, 
Va., and the closing of a $26 million institution. 

Senator Sparkman. I wish you would explain that to me very 
briefly. That is a case where something like a million dollars was 
involved ; was it not? 

Mr. Stnx. I wish I could limit it to that. About $2,800,000. 

Senator SparkMAN. You say you hope, and my understanding of 
the definition of hope is that it involves expectation—— 

Mr. Suvx. Yes, sir. 

Senator Sparkman. You hope that that mangrebents without loss 
to the Insurance Corporation. How can that be? ; 

Mr. Sink. Sir, there were certain assets which were owned by Miss 
Mangum which were taken over by the Insurance Corporation. Those 
assets included, among other things, real estate, United States savings 
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bonds which were registered in Miss Mangum’s name, stock in some 
atomic-development corporation, and in many cases those have already 
been conve to cash. 

Senator Sparkman. In other words, there were recoverable assets ? 

Mr. Suyx. There were recoverable assets. In addition, there were 
funds which had been paid in by the association in taxes which were 
recoverable, and which I believe have since been recovered. There 
are also certain claims against relatives of Miss Mangum’s, into whose 
hands and properties assets of the association can definitely be traced. 
I am confident there will be recoveries from many of those relatives. 
If these recoveries develop then I can say that I anticipate certainly 
very small losses will result, and my hope would be that there would 
be none. 

Senator Sparkman. Have some suits been brought already ? 

Mr. Stnx. Of course, these actions are being handled by the Legal 
Division of the Federal Home Loan Bank Board, working with the 
Insurance Corporation. My understanding, however, is that prac- 
tically all of the civil actions against these relatives and friends have 
ben filed; but perhaps 1 or 2 have not been filed. 

Senator Sparkman. In any transfer involving funds that may have 
been taken wrongly, such transfer, if based upon an adequate consid- 
eration without knowledge on the part of the erson receiving the 
assets, could bar you from recovery; could it not 

Mr. Sink. I feel confident that that would not be done, but in many 
cases the property is still in the hands of the relatives or friends to 
whom it was transferred. 

Senator Sparkman. The thing I have not been able to understand, 
and I speak as a layman without much understanding of the inner 
workings of this business, is how it could be possible to take out of a 
well-run business $2,800,000 without getting caught a lot sooner? I 
may say that I recently sat in some hearings out in Chicago involving 
a somewhat similar defalcation where, by the way, there was a system 
of internal controls, one against another, or at least there was supposed 
to be, and yet a lot of money was taken. But how a local association 
can have this happen I do not understand. 

First of all, it seems to me that this type of defalcation is somethin 
that could not possibly have occu without being discovered. 
just cannot understand it. 

Mr. Srnx. It is certainly a very difficult thing to explain. How- 
ever, I think it can be explained very readily. 

Senator Sparkman. Before you go on, may I ask you this: Does 
that not point up the fact that something needs to be done to prevent 
these defalcations ? 

Mr. Sux. Very definitely, sir. Ido not think there is any question 
about the fact that. certainly the examining procedures needed 
ciaeng eine: They have been strengthened very definitely. I think 
one of the prime ccaoliiien probably was the dual examination system 
which existed in the State.of Virginia, with both supervision and 
examination being primarily the responsibility of the State. I think 
that those valaalaented have since been corrected. 

Senator Sparkman. This was a Federal association, was it not? 

Mr. Stnx. No, sir, it was a State-chartered insured institution. 

Senator Sparkman. But insured? 

Mr. Srv. Yes. 
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Senator SparkMAN. Do you rely here, and when I say “you” I mean 
the bank, or the bank board, solely on State examination, or does 
the group with proper jurisdiction have its own examination ? 

Mr. Stnx. No, sir. The practice in the past has been for the State 
and the examiners for the Federal Home Loan Bank Board to co- 
operate in a joint examination. One of the major problems in con- 
nection with those examinations has been in many cases the lack of an 
adequate staff in the State to take over actual control of the institu- 
tion during an examination. There had also been—— 

Senator Sparkman. When you say “take over control during ex- 
amination,” you mean a sufficient number to go in—— 

Mr. Sry. A sufficient number of men. 

Senator Sparkman. These men would have all exits covered. Is 
that right? 

Mr. Stink. Yes, sir. Typically, let us say the State had three men 
available. They would expect the Federal Home Loan Bank Board 
Examining Division to furnish no more than three men. In many 
institutions six men could not properly control the records of the 
institution; its cash drawers. For instance, in the Mangum case, 
on the special examination which was made beginning in December 
of last year, it was definitely a surprise examination without any 
State examiners going in, and as I recall it, 28 men were there. The 
controls were, practically speaking, airtight. Through an airtight 
control they were able to fine and to discover these defalcations, 

Senator Sparkman. How many employees were in that association ? 

Mr. Srnx. I believe the Commonwealth had 26 employees. I will 
not vouch for the correctness of that. 

Senator SparkMan. Was there only one involved ? 

Mr. Styx. There very obviously was only one involved in the 
defalcation. 

Senator SparkMANn. How long a period of time had this been going 
on? 

Mr. Sryx. Sir, it continued over a period of about 26 or 27 years. 

Senator Sparkman. That is the point I wanted to bring out: 
That if the defaleation happened in a week’s time or in a month’s 
time or even maybe 6 months’ time, I could see how it could go un- 
detected; but for a thing to run over a quarter of a century with re- 
peated examinations, visitations, and supervision, all of that going on, 
I am just at a loss to see as to how it could happen. 

Whatever the conditions are that made it possible, I think there 
ought to be some very careful consideration given to removing them. 

Mr. Stnx. The first thing that made it possible was the fact that 
one person, Miss Mangum, had complete control over personnel and 
cash intake and cash outflow. With complete charge over those and 
the records of the association, she was able to segregate from the 
records of the institution certain ledger accounts which were never 
in the association’s records when an examination was made. In effect, 
she was operating a little—a somewhat smaller, I should say—a $2,- 
800,000 association of her own, without any assets. Those 
were never made available to the examiners. In fact, they were 
kept in a locked cabinet. 

Senator Sparkman. Where? 

Mr. Stnx. In the association’s office, to which-she had the only key. 
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Senator Sparkman. It seems to me if I were going in to examine, 
and I would not term myself as an examiner because I could not be 
one, but if I went into a place to try to find out what was going on and 
I found a locked cabinet there, I think the first thing I would do would 
be to ask for a key. 

Mr. Srnx. I will agree with you, sir. 

Senator Sparkman. By the way, may I say in this Llinois case we 
found that a somewhat similar proposition existed, where part of the 
banking was being carried out in an envelope, and part of it was done 
while 15 Federal Deposit Insurance Corporation examiners were in 
the bank. The envelope, or the box, or something, was in the cashier’s 
cage when the examiners actually counted the cash in his cage. It was 
overlooked. 

Mr. Suvx. I think one of the things, of course—— 

Senator Sparkman. Why was there not some inquisitiveness about 
that cabinet ? 

Mr. Srnx. I would say that there was no inquisitiveness about the 
cabinet, sir, because in the first place it was always locked when 
examiners were in the association. Secondly, because Miss Mangum 
had such complete control of the institution. Thirdly, because ac- 
tually the records which were in the association’s possession always 
balanced out. You see, she kept the general ledger controls too, so 
she would reduce her general ledger by the amount of the individual 
ledger items which she had under her personal control. So when an 
examiner walked into that institution her general ledger, we will say, 
showed that.the association had $24 million in round figures in savings. 
The records, the individual ledger items, would total $24 million, 
which is exactly right, or sometimes a small difference. 

Senator Sparkman. Would there not have to be some showing as 
to where that $24 million was physically located ? 

Mr. Sinx. Yes, sir. Against that $24 million in savings the associa- 
tion would have in its possession—and there is no question about the 
integrity of the individual mortgage loans in the association, but just 
for easy illustration, against the $24 million in savings we will say 
the association had $24 million in mortgage loans. A perfect balance. 

Senator Sparkman. There was never any check made to see if those 
mortgage loans were valid in the full amount shown ? 

Mr. Sink. Oh, yes, indeed. And as I say, no question has been 
raised about the integrity of those mortgage loans. 

Senator SparKMAN. Canoe, but it seems to me that the record 
showed $24 million taken in and the record would show $24 million 
available, or part of it had gone out. I cannot see how $3 million 
—= be separated without there being some indication of it some- 
where. 

Mr. Styx. Well, sir, if she took out $10,000 from the association 
then all she did in effect, so that there would be a balance, would be 
to reduce her general ledger balance by $10,000, the amount she had 
taken ; $10,000 was gone. Actually, the card is back in a sealed drawer 
belonging to Miss Mangum. The association unquestionably is liable 
for it. But that card is not available for inclusion in the general total 
ledger balances. So far as the assets of the association were concerned, 
on the basis of the records available to the examiners there was no 
question about it. There were $24 million in assets to balance off $24 
million in savings liabilities. 
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Senator Sparkman. I must admit I do not see yet how it could 
have gotten by for 27 years. 

Mr. Srnx. I would like to say this: I will not say there was none, 
but there probably was very little element of surprise in the examina- 
tions of that institution. The State had more or less ‘a routine program 
of examination in the tidewater area. Typically, as the examiners 
went along they would go into one association and one could bet that 
they were going to stay in the tidewater area until the examination 
of all the institutions in that area was completed, which meant that 
unless something happened and the examiners happened to hit the 
Commonwealth first, which rarely happened, then Miss Mangum 
would have a period of a week, or 2 weeks, or maybe 3 or 4 weeks, 
during which to get her records into absolute condition, so that there 
would be a balance between liabilities and assets, and a balance in 
the general ledger of savings totals as compared with the individual 
ledger savings totals. So she had plenty of opportunity to work 
it out. 

We do know she kept herself very well informed on the progress of 
the various examinations in the Norfolk area as they were being 
conducted. 

Senator Sparkman. May I just say this: One interesting thi 
that developed in the Illinois hearings was one of the men associa 
with an auditor who was working on these defalcations. They had 
studied the record too. But in the meantime the treasurer’s depart- 
ment, I believe it was, bought a microfilming process, and we were 
told when this man in the auditor’s office learned of that, he fainted. 
- maybe you need to microfilm some of the original papers down 
there. 

Mr. Suvuutz. May I suggest that beginning on page 21 of the report 
of the staff you will find a statement made by Mr. Albert J. Robertson, 
Chairman of the Federal Home Loan Bank Board, and in that state- 
ment he discusses the Mangum case. Beginning in the middle of 
page 22, you will find a statement by him as to the changes that 

ave been made and which it is hoped will prevent a recurrence. In 
that is included this element of surprise. 

To us who are in the business that appealed to us as one of the most 

important items. The fact that she knew in advance fairly well when 
they were going to come into her institution was important. Assuming 
her accounts were not always in balance as she went — day after 
day, they were brought into balance in anticipation of the event of 
the examiners coming. So when they came in, everything was in 
shape. 
I do not recall whether Mr, Sink brought out the fact that she 
employed everyone. She handled all of the details and it is not 
unusual for an individual to have his own private pres in his place 
of business, so I do not believe the fact that she had a locked box was 
anything which would normally alert an examiner who found every- 
thing else apparently in balance, to say, “What is in there,” because 
she could very easily say, “That.is my own private papers. I keep 
them in there.” 

Senator Sparkman. Was there aaesune nena! about the complete 
canbe which she had of personnel and the handling of affairs in the 
office ie 

Mr. Styx. Yes, there was, sir. As a matter-of fact, the management 
of that institution had proposed for several years to divest Miss Man- 
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gum of some of her authority, which made it almost impossible to 
maintain adequate controls. 

Senator Sparkman. You say the management proposed. It would 
look like she was the management. 

Mr. Sinx. Actually, she was in effect management, except insofar 
as the actual development of savings and lending were concerned. 
All of the internal operations—the hiring and firing, the keeping of 
records, the making of deposits, the acceptance of savings, and all 
of those things—were under her control. That is a situation which 
I would say has developed in a measure as a result of the rather ex- 
tended growth of the savings and loan associations. One person fail- 
ing to broaden with the scope of the operation of the institution and 
keeping absolute control over a number of items. 

Of course, we have for years advocated adequate internal controls. 
We have pointed out the desirability of having separate persons 
responsible for making deposits, we will say, and giving each teller 
his own cash drawer, and making him absolutely responsible for the 
cash—all of the many internal controls which shoul go far toward 
eliminating thievery. 

Senator SparkMANn. You say the management had proposed 

Mr. Styx. But her strength with the directorate of that association 
was such that management’s proposals were not accepted. 

Senator Sparkman. Let me get the distinction now between man- 
agement and the directors. What constituted management ? 

Mr. Stnx. The association had a president who was director of the 
association. Actually, in all of the matters concerning the making of 
loans and in matters concerning the promotion of services and the 
development. of savings, that president was responsible. But because 
of her iong association with the institution and the duties which she 
had assumed when the institution was very small, and when there 
could be very few internal controls, actually, she had held on to, and 
she was reluctant to permit anybody else to assume, those duties. 

Senator Sparkman. You mean the president had proposed, at a 
meeting of the board. of directors, that they have controls. 

ee Naas, Yes, indeed. 

Senator SparKMAN. But she had bucked him. 

Mr. Sink. Yes. 

Senator Sparkman. And had won out? 

Mr. Sunx. And had won out. 

Senator Sparkman, Had attention come to the supervising agency 
or officer of this company ? 

Mr. Srnx. No; it we not.. That fact had not been brought to our 
attention at all. In fact, the first time we knew of any proposed change 
in internal organization which would have provided internal controls 
was at the time of the examination in December of 1955. 





Senator Sparkman. Let. me say, as to the problem of supervision 
that frankly I do not get greatly excited over it, I have enjo ed 
listening to the contentions ‘of both sides. But do I understand it 
correctly that the Home Loan Bank Board, the Bureau of the Budget, 
and the two | all. recommend this change in supervision ? 

Mr. Styx. That is not our understanding, sir. e understand 
thatthe Federal Home'Loan.Bank Board has made no such recom- 
mendation. Perhaps we,were wrong in our assumption. - 

Mr. Suuurz. That is right. 
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Senator Sparkman. Let me see. In theirstatement yesterday they 
dealt with that. I believe they said that the matter was under study. 
I believe they said on page 2 they like it the way it is now, but the 
matter was receiving study. I believe you are right on that. 

What about the expense involved? In your opinion, is it more or 
less expensive to maintain the supervision as it is now, or to have a 
new setup? Do you have any idea on that? 

Mr. Suuurz. Yes, sir. Our opinion is, it would be considerably 
more expensive, assuming that you got the same caliber of ability to 
handle the supervision. There is not any question that the banks 
housing the supervisor—there is not any question that the field 
contacts which the banks maintain, and which are so helpful in our 
estimation in the handling of supervision either would have to be 
maintained independently of the banks or the services of the banks 
in connection with that field contact would have to be used. Our 
opinion is that it would cause a very considerable increase in the cost 
to the members, because indirectly the members do pay the cost of 
examination and they pay the membership—there is no membership 
fee. They own stock in the banks. 

At the present time there is a possibility that the amount of divi- 
dends we can pay is less than it would be if we did not have supervi- 
sion to take care of. TI believe it would cost more, considerably more, 
to answer your question categorically. 

Senator Sparkman. To have a separate setup ? 

Mr. Suvurz. Yes. 

Senator Sparkman. Mr. Sink referred to the field representatives 
that travel all the time, I believe, contacting the various associations. 
Is that system followed in all of them ? 

Mr. Suvtrz. We do not keep a man on the road all the time, but 
he is making contact as time is available to him. 

Mr. Parxer. In our district, sir, we have a branch office at Phila- 
delphia, where we have a great concentration of member institutions 
and nonmembers with whom we are in contact frequently. So we 
maintain that as a field-service office for the convenience of all east- 
ern Pennsylvania and Delaware. 

Senator Sparkman. Do you feel, all three of you—and I gather 
from your statement that you do—that the use of bank presidents 
as supervisory agents does not cut down on the activities of the presi- 
dent in his normal duties? 

Mr. Suutrz. I do; and I think we are agreed on that. point. 

Senator Sparkman. In other words, a bank president could very 
well serve as a bank president and at the same time as a supervisory 
agent ? 

Mr. Suuttz. Yes. 

Senator Sparkman. And as I understand, it is the ordinary prac- 
tice to designate some other person actually to do the work, or in 
some cases more than one? 

Mr. Suuttz. I think that is done in each bank. 

Mr. Parker. Yes, sir. 

Senator Sparkman. Are there any further questions? 

(No response. ) : 

Senator Sparkman. Thank you very much, gentlemen. I appre- 
ciate your giving us the benefit of your opinion. 
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Our next witness is Mr. Steve Slipher, staff vice president and 
manager of the Washington office of the United States Savings & 
Loan League. 

Mr. Slipher, will you come around ¢ 


STATEMENT OF STEPHEN SLIPHER, MANAGER, WASHINGTON 
OFFICE, ACCOMPANIED BY T. BERT KING, WASHINGTON COUN- 
SEL, UNITED STATES SAVINGS & LOAN LEAGUE 


Mr. Surpuer. Mr. Chairman, I have with me here Mr. T. Bert King, 
counsel of the United States Savings & Loan League, who is familiar 
to the committee as the former head of the GI loan program. 

Senator Sparkman. Yes, sir. We have had him before us many 
times and welcome him back. We welcome both of you here. 

Mr. Sureuer. We are very happy to have him with us. 

I will start out reading this statement and skip from time to time 
in order to save time. I would like to have my formal statement made 
part of the record. 

It is a pleasure to appear before the Housing Subcommittee of the 
Senate Banking and Currency Committee to present the views of the 
United States Savings & Loan League with respect to the organ- 
ization and functioning of the Federal Home Loan Bank Board. 
The United States Savings & Loan League has a membership of 4,300 
savings and loan associations located in every State of the Union 
and representing about 90 percent of the total assets of the savings 
and loan business. The league’s members include associations operat- 
ing under Federal charter and under State charter; insured associ- 
ations and uninsured associations; members of the Federal Home 
Loan Bank System, and nonmembers of the Bank System. 

There could séarcely be a subject of more vital interest to the 
savings and loan business than the organization and operation of the 
Federal Home Loan Bank Board and its agencies, including the Fed- 
eral Savings and Loan Insurance Corporation, the Federal Home 
Loan Bank System and the Federal Savings and Loan System. We 
are delighted that this Senate subcommittee is studying this question, 
because the record clearly indicates that your subcommittee through- 
out the years has constructively and sympathetically developed and 
improved the legislative framework for the savings and loan busi- 
ness. \The personal interest of the chairman in the development of a 
sound and progressive savings and loan system has played no small 
part in the le islative history of our business, and for this our members 
throughout the country are deeply grateful. 

Because the organization of our Federal agencies is of such utmost 
importance to our business, the league has devoted a great deal of 
study, committee work, and congressional testimony to the subject. 
A review of the league’s activities in the field will not only underline 
our interest in the question, but will also permit me to refer to previous 
league statements and policies which are, or can be, available to the 
subcommittee, thereby permitting briefer testimony at, this time. 

The first one I refer to is the special report we did on the credit 
phase of the Federal Home Loan Bank Siystem. That touches on this 
subject somewhat. Certainly we think it is a report that leads the 
way to a better bank system, and thus is somewhat germane to the 
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whole organization question. I believe you gentlemen have copies 
of it. 

Senator SpakKMAN. Yes; we do. 

Mr. Sureuer. I would like to suggest either it be made part of the 
record, or the summary at the beginning might be put in the record. 

Turning to page 3, point No. 2, I want briefly to indicate that our 
views on the reorganization plan itself were stated very clearly before 
the House and Senate committees last summer. We thought that the 
plan was defective in draftsmanship and undesirable in principle, and 
we still very definitely oppose the actual separation of the Insurance 
Corporation from the Board. But that testimony and those facts are 
already printed. 

On point No. 3 we, of course, replied to the Senate subcommittee’s 
questionnaire, and those answers were developed by a committee of 
our past presidents and are part of your staff report. Since that 
questionnaire was not in the actual form of an affirmative report, our 
past presidents’ committee went ahead and drafted it into a definite 
affirmative report, which perhaps might well be made a part of the 
record, too, because it goes a little further than the mere questionnaire. 

I believe that these various reports and statements make it very clear 
that the United States League, while opposed to the separation of the 
Insurance Corporation from the Board, is far from taking the posi- 
tion that there is no room for improvement in our Government agen- 
cies. On the contrary, we have recommended a long list of changes, 
improvements, and adjustments which we hope to see effected over 
the coming months and years. It is our belief that the United States 
League recommendations, if followed, will result in a stronger, sounder 
savings and loan system which offers better and better thrift and home- 
financing facilities to the country. We also believe that the carrying 
out of our recommendations would achieve to a very large degree the 
objectives of the president.and the administration. After all, the 
president’s objective was a sound, well-managed, well-supervised sav- 
ings and loan business, and we think our program cad nandeetiah 
just that. 

While the details of our recommendations are spelled out in the vari- 
ous reports previously referred to, for the convenience of the com- 
mittee I should like to outline the highlights of those recommendations. 

1. We recommend that the Federal Home Loan Bank Board be 
internally reorganized into four constituent divisions, each headed 
by a responsible, well-paid governor as follows: 

is Federal Savings and Loan Division. 

b) Federal Home Bank System Division. 

(c) Federal Savings and Loan Insurance Corporation Division. 
(d) Division of Supervision and Examination. 

This divisional setup with adequate staff and a realistic budget 
would permit the sound administration of the various activities and 
free the Board for its high-level work of policymaking, judicial deci- 
sions, and liaison with other administration agencies. 

Of course, we were delighted to see the interest of the Bureau of 
the Budget and other witnesses in that proposal, and perhaps at the 
end of my testimony here we might discuss that a little bit. 

2. We have recommended a reexamination and strengthening of 
ornranation agreements between the Board and State supervisory 
authorities, 
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I believe that Mr. Sink’s testimony covered that pretty well. We 
believe the Board has reexamined and effectively strengthened those 
examination agreements. Se 

The defalcation in a Norfolk savings and loan association last year 
brought to light the fact that the agreement to share supervisory 
responsibilities between State and Federal Government in connection 
with State-insured institutions left something to be desired. Great 
progress has already been made by the Board in changing these agree- 
ments so that procedures are provided which clearly permit the Fed- 
eral examiners to do a thorough and adequate examination. Where 
such agreements have not been reached we understand that the Board 
is proceeding with its own independent examination of State-chartered 
insured associations, 

3. The league recommends that, as a long-range objective super- 
vision be conducted by supervisory agents responsible to the Washing- 
ton Board instead of the present practice of using the regional 
Federal home loan bank president as supervisory agent. 

It is essential that supervisors be highly trained, well-paid men; 
several years may thus be required to put such a program safely into 
effect. Another reason for this recommendation is that under the 
league’s proposed program for improvement and enlargement of the 
Federal Home Loan Bank System, the Federal home Joan bank presi- 
dents would have substantially increased responsibilities in the credit 
and banking field; they may not be able under such larger responsibili- 
ties to satisfactorily continue to also handle. supervision. 

We just had a lot of discussion in the Jast hour about this question. 
You note we do not present it as an immediate or urgent accomplish- 
ment. We think it should be a long-range objective. 


Also you note one of the reasons why we felt it might be desirable 
is that we have this other program for a greatly enlarged bank system. 
If that program never materializes then our argument is considerably 


less valid, but we do have it as a long-range objective. 

4. The league recommends more complete uniformity in the exam- 
ination and supervision procedures in the various bank districts. 

The league believes that substantial progress is being made in this 
area through meetings of the district examiners and through the issu- 
ance of various memorandums and instructions designed to bring uni- 
form high-grade practices. This is a problem that merits continued 
attention. 

5. The league recommends increased use of the Board’s authority to 
enforce supervisory orders under section 5 (d) (1) of the Home 
Owners’ Loan Act. 

The power in this section was added by a 1954 amendment to the law 
and permits the Board to obtain. court enforcement of supervisory 
orders without the necessity of appointing a conservator, or removing 
officers, or taking other drastic steps which might undermine public 
confidence. 

That section has not been used at all in the last 2 years. We think 
that it does offer a way in which the Board can enforce supervisory 
violations of orders without having to appoint a conservator. 

6. The league recommends that copies of examination reports be 
provided to the Federal Savings and Loan Insurance Corporation. 


85759—57——__5 
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Discussions with the proponents of Reorganization Plan No. 2 indi- 
cate one of the objectives of separating the Insurance Corporation 
from the Board was to provide an additional check on examination 
reports. The league believes that this can be done within the present 
framework. 

7. The league believes that the Board should maintain separate 
minutes of actions taken in their capacity as trustees of the Insurance 
Corporation. 

This is another matter recommended by the proponents of Reorgan- 
ization Plan No. 2 which we believe can easily be accomplished with- 
out the proposed separation of the two agencies: In fact, yesterday’s 
testimony indicated that it is now being done. 

8. We believe the Board should request and be granted a substan- 
tially larger budget which would provide more adequate staff. 

In spite of the spectacular growth of the savings and loan business, 
the number of employees at the Board has remained virtually constant 
for many years. As a result, it is impossible for the Board to ade- 
quately carry out all of its duties and functions expeditiously. In 
this connection it would be most helpful if the Senate subcommittee 
could give some recommendation in its report as to the need for ade- 
quate s aff to handle the important and increasing responsibility of the 
Federal Home Loan Bank Board. All of the funds to support the 
Board come from the member associations and are in no sense a cost to 
the taxpayer. 

I would like to add that what we have here is a two-way squeeze on 
the Board. They are limited by the budget—not referring to the 
Budget Bureau now, but by the general budget procedure to the total 
number of people they can hire, and apparently they are still under 
civil service, so they are limited in what they can pay their employees. 

For instance, I understand the Board has two supergrade employees, 
whereas Federal Deposit Insurance Corporation has perhaps 15 in 
that salary bracket that are not under civil service. The Board is 
short at the salary level and as to the total number of employees. 

We recommend that the Board ask for a bigger budget. Frankly, 
that was the first mistake made. A few years ago the Board was not 
asking forenough. Weare not critical of them, but no one was cutting 
them. They just did not ask for enough. We think if the Board will 
ask for more, then the Bureau of the Budget will be inclined to ap- 
prove it, because certainly they have an interest in this too, Then if 
Congress will grant it, we can solve that problem, which is a tough 
one. 

9. The league recommends the establishment at the Board of an 
economic research department. 

Such a department could be of great assistance to the Board in 
anticipating eredit needs and in supplying current, useful statistics 
to the Congress, the administration, and the industry. 

10. The league recommends the speeding up of the handling of 
applications for branches, insurance of accounts, and charters. 

We understand that the Board currently has underway a compre- 
hensive study of its procedures with the objective of reducing the time 
necessary to handle these various individual cases, It seems obvious 
to the league that this is one of the problems caused by inadequate 
budget and staff. 
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I might say it is one of the things we hear more complaints about 
in our own business than on anything else—the time it takes to get 
these branches processed. 

11. The league recommends the implementation of its special bank 
system committee report. 

While this phase of the Board operation is not directly connected 
with the organization question, we feel that by improving and strength- 
ening the Bank System we will accomplish one of the general objec- 
tives sought by the proponents of Reorganization Plan No, 2. 

All of these recommendations, and others, have been presented in 
detail to the Federal Home Loan Bank Board. I am happy to report 
that the Board is giving careful study to all of our recommendations, 
and we feel confident that a number of our ideas will be put into opera- 
tion. Only a very few of our proposals require legislation. We have 
also discussed these proposals with the Bureau of the Budget because 
we are anxious to work with the administration, the Board, the Con- 
gress, and all others to the end that our Federal agencies may be in a 
position to make a maximum contribution to the national economy and 
to the thrift and home-financing needs of the country. 

In citing this long list of recommendations we do not wish to imply 
for a minute that we think there are basic defects or major weaknesses 
in the Board or Insurance Corporation program. Improvement is 
always possible, and we believe we have cited a number of possible 
improvements, On the other hand, it should be emphasized that these 
agencies have done a tremendous job over the past 25 years. They 
have performed their functions effectively; and the savings and loan 
business, in spite of its tremendous growth, has been the source of 
amazingly few difficult problems. For instance, for 11 years the 
Insurance Corporation was not called on to absorb any losses; and 
even in the Norfolk case—as was explained here-—the expected loss 
is less than $100,000. This, we submit, is as good a record as has been 
made, if not better than, any other financial system. 

I think the chairman has already referred to the fact that other 
systems have had difficulties with supervision and with losses too. In 
view of our tremendous growth we think our record is very good. 

I second what the eek presidents said—that they have no need to 
apologize for the record, because it has been great. 

Because there are so many things related, at least indirectly, to the 
question of reorganization of the Board and Insurance Corporation, 
I should like to include for the record the league’s entire legislative 
program for 1957, It may well be that some of our other recommen- 
dations have a bearing on this organization question. 

In conclusion then, we strongly recommend the continuation of the 
basic relationship of the Board and Insurance Corporation and we 
recommend that the Insurance Corporation not, be separated from the 
Bank Board. We believe, instead, that the basic objectives of all con- 
cerned can best be accomplished by improvements and modifications 
within the present basic structure within the agencies. 

Senator Sparkman, All right. Thank you. Mr. King, do you 
have anything to add at this time? 

Mr. Kuxa. No, Senator. I do not at this time. Thank you. 

Mr, Carter. I have a question I would like to ask you gentlemen. 
It has no direct bearing on this particular testimony but just by way of 
a little background. I understand that the savings and loan industry 
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holds about 25 percent in-Government supported mortgages and about 
75 pereent in conventional mortgages. Of that 25 percent the first 
20 percent would be in GI mortgages and about a little less than 5 per- 
cent perhaps in FHA. What is going to happen to the GI program 
now that the interest rate on the FHA loans has been increased / 
Maybe Mr. King might want to say something on that. 

Mr. Streuer. He has some experience in that field, I believe. 

Mr. Krwne. I think that the very positive character of the current 
plateau in interest rates, and the competition that the change in the 
FHA rate will injeet into the picture will compel the change in the 
VA rate very shortly, or else cause the drying up of the use of that 
program by builders and buyers in many areas of the country. 

Mr. Carrer. We have had experience with these interest rates be- 
fore, and it has been claimed that if we raise the interest rates—there 
has been a great deal of testimony before this committee that if we 
increase the interest rates—discounts would disappear. In this last 
raise of the interest rates I think it can be safely said, to the extent 
that the Federal National Mortgage Association is accurate, the only 
result has been to increase discounts. 

So, contrary to lowering discounts, discounts have been raised, and 
I cite the case of mortgages in Alabama, for example, where the pres- 
ent discount on a 5 percent FHA mortgage is equivalent to the pre- 
vious discount on a 41% percent FHA mortgage; but the present dis- 
count on a 44% percent VA mortgage is greater than it was before 
the interest rate increase. So I say the only result has been to increase 
discounts. Is that accurate? 

Mr. Streuer. I understand the latter but not the former. 

Mr. Kine. If the GI rate were increased to 5 percent in the next 
60 days I do not envision the erasure of all discounts in all areas. I[ 
think, for instance, in Alabama there would be a probability that 
many mortgages would bear a point or two of discount. I do not 
think because of the very recent date of the FHA change that it is 
ascertainable at the ‘moment what the discount tag might be from 
place to place on FHA mortgages. 

Mr. Charvie. You think it might be a little bit inaccurate in the 


figures the FNMA quoted at this time? It might not be representing 
the market ? 

Mr. Kine. Well, Fannie May does the best it can in representing 
the market. All in all throughout the years it has done a very decent 
job. I think I am on record as being of the opinion it has been under 
the market from point to point, and I think it consciously or uncon- 
anouey endeavors to be under the market for most purposes and in 

a 


most places and in most times. I have ve t difficulty in saying it 
has bien under the market for the last foul asbtaties because there fies 
been no market some places. s : 

Mr. Carrer, I have no further question, Mr. Chairman. 

Senator Sparkman. You bring up many interesting points in this 
testimony. I think all of them have been covered in previous discus- 
sions. e point I oe about is that four division setup. 
You heard the question raised by Chairman Robertson, and particu- 
larly by Mr. a on rosary as bility ox = oe amount et vo 
reference to shiftim responsibility or e responsibi 
of the Board sister You were here at that’ time, were you not 

Mr. Surener. Yes, sir. 
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Senator SparkMAN. I wonder if you would comment on that. 

Mr. Suipner. To answer the question briefly, the Board would retain 
the responsibility for all decisions. We look upon this as a method 
in which the Board would be relieved of a lot of the details of admin- 
istration. For instance, in branch cases. We look upon the way it 
would happen as follows: That the Governor of the Federal Savings 
and Loan Division would conduct hearings, and pursuant to a broad 
policy adopted by the Board would recommend for or against the 
branch and come in to the Board and say, “I recommend for or I 
recommend against it for these reasons in keeping with your policies.” 
And the Board 9 times out of 10 would follow his recommendations ; 
but the Board would not have to be involved in all of the details of it. 

We would expect that to work all over. The Board would adopt 
policies somewhat like a savings and loan board would adopt lending 
policies. From then on they do not approve individual loans, but a 
lending officer comes in and says, “All of these loans are made in the 
ratios and territories, and so forth, of the policy.” Then the Board 
would have the responsibility. 

That is what we want. We are not trying to divest the Board of the 
ultimate responsibility, but. are trying to help the Board free itself 
from the mechanics and time-consuming negotiations and hearings 
and reading of the record, and so on and so forth. 

That is our idea of how that would work. 

Mr. Semer. Mr. Slipher, on page 5 of your statement you refer to 
reorganizing the Board into four constituent divisions. Would this 
recommended reorganization be more along the lines that Mr. Dixon 
referred to as a change in housekeeping arrangements, or would it be 
more like the establishment of constituent agencies like FHA and 
PHA within the housing agencies? 

Mr. Sirener. Of the two I would have to say it is more in the line 
of housekeeping than it is separate agencies. We are not wedded to 
any particular plan, and our objective is to get. some well-paid, well- 
titled men to head up these divisions, for one thing so that the savings 
and loan business will begin to deal somewhat with them and not 
bother the Board. 

I am talking very practically now, but.that is one of the problems. 
Without proper titles and without proper salaries—there are heads 
of these divisions now, in a sense, but the members and probably the 
Congressmen who call over there call the Board all the time. 

Of course, the big bottleneck in putting our plan into effect is get- 
ting salary authorizations for these men because those jobs ought to 
be in the bracket of $15,000 to $17,000, and the Board cannot get 
those through the present machinery. 

Mr. Casu. I understood Mr, Dixon to say with the possible excep- 
tion of your 1 (d), that is, the supervision and examination, that 
basically they are organized this way now. 

Mr. Sirpner. Yes. They are organized somewhat this way, but as 
I say, ne do not have the titles and salaries, and for one reason or 
another the Board has not really delegated the work to them. The 
Board has not designated anyone to make branch or charter decisions 
for them. They have retained that complete decision. Under_our 

lan they would get a specific recommendation from the head of that 
ivision. They could overrule him but they would not start from 
scratch like they do now. 
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Senator SparKMAN. It seems to me perhaps a real difference would 
be achieved by having this done by legislative enactment rather than 
simply a housekeeping chore within the Board itself. 

Mr. Strener. Forgetting the difficulty perhaps of getting legisla- 
tion through, that would be the simplest way to do it. Legislation 
would be the best way to do it. 


Senator Sparkman. That way you could get a clear division as to 
the functions of the different—what you refer to as constituent 
agencies. 

Is there anything else? Thank you very much, gentlemen. We 
appreciate your appearing here. 

(The following material accompanies the statement of the United 
States Savings and Loan League :) 


STATEMENT OF UNITED States Savines & LOAN LEAGUE 


It is a pleasure to appear before the Housing Subcommittee of the Senate 
Banking and Currency Committee to present the views of the United States 
Savings & Loan League with respect to the organization and functioning of the 
Federal Home Loan Bank Board. The United States Savings & Loan League 
has a membership of 4,300 savings and loan associations located in every State 
of the Union and representing about 90 percent of the total assets of the savings 
and loan business. The league’s members include associations operating under 
Federal charter and under State charter: insured associations and uninsured 
associations; members of the Federal Home Loan Bank System, and non- 
members of the bank system. 

There could searcely be a subject of more vital interest to the savings and 
loan business than the organization and operation of the Federal Home Loan 
Bank Board and its agencies, including the Federal Savings and Loan Insurance 
Corporation, the Federal Home Loan Bank System and the Federal Savings 
and Loan System. We are delighted that this Senate subcommittee is studying 
this question, because the record clearly indicates that your subcommittee 
throughout the years has constructively and sympathetically developed and im- 
proved the legislative framework for the savings and loan business. The per- 
sonal interest of the chairman in the development of a sound and progressive 
savings and loan system has played no small part in the legislative history of 
our business, and for this our members throughout the country are deeply 
grateful. 

Because the organization of our Federal agencies is of such utmost importance 
to our business, the league has devoted a great deal of study, committee work, 
and congressional testimony to the subject. A review of the league’s activities 
in the field will not only underline our interest in the question, but will also 
permit me to refer to previous league statements and policies which are, or can 
be, available to the subcommittee, thereby permitting briefer testimony at this 
time. 

The following is a summary of major studies and statements bearing on 
the question before the subcommittee today. 


1. Report of the Special Committee To Study the Federal Home Loan Bank 
System 

In the fall of 1955, member associations of the Federal Home Loan bank 
system were advised that their normal lines of credit at the regional Federal 
Home Loan banks were suspended. At the time this action was generally inter- 
preted as being a part of an overall administration restraint of housing credit. 
Subsequently it developed that the action was to a great extent dictated by the 
financial condition of the Bank System. At any rate, the sudden termination 
of lines of credit for the first time in the Bank System’s 23-year history set the 
stage for a major reevaluation by the savings and loan associations of the func- 
tions of the Bank System. The United States League appointed a special com- 
mittee of some of the outstanding savings and loan leaders of the country, 
including three Federal Home Loan bank presidents, to undertake a study which 
required approximately 1 year. Special outside experts in the field of money 
markets were retained by the committee. This comunittee’s report, which is the 
result of the first complete reexamination of the Bank System since its creation 
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in 1932, has now been approved by the league’s official governing bodies and put 
in print. 

It recommends a major reshaping of the Federal Home Loan Bank System and 
touches on some of the organization questions under discussion today. I should 
like to file a copy with the committee and request that at least the summary of 
recommendations appearing at the beginning of the report be made a part of 
this hearing record. 


2. Testimony on Reorganization Plan No. 2 


President Eisenhower transmitted to the Congress on May 17, 1956, Reorgani- 
zation Plan No. 2 providing for the separation of the Federal Savings and Loan 
Insurance Corporation from the Federal Home Loan Bank Board. Neither 
the league nor other representatives of the savings and loan business had been 
consulted on the plan. As soon as the plan and the President’s message had 
been studied, it was apparent to all concerned in the savings and loan business 
that the reorganization plan was both defective in draftsmanship and undesirable 
in principle. Accordingly, the United States Savings & Loan League vigorously 
testified against the plan. Our testimony was given by Legislative Chairman 
Henry A. Bubb before the Subcommittee on Reorganization of the House Govern- 
ment Operations Committee on June 26, 1956, and before the Subcommittee on 
Reorganization of the Senate Government Operations Committee on June 27, 
1956. Since this testimony is available in the printed hearings, it is unnecessary 
to insert it in this record. 


3. Response to the Senate Housing Subcommittee questionnaire 


Pursuant to the understanding developed during the Senate hearings on Reor- 
ganization Plan No. 2, the Senate Subcommittee on Housing submitted ques- 
tionnaires to the United States League and others regarding the relationship of 
the Federal Home Loan Bank Board and Federal Savings and Loan Insurance 
Corporation. Here again the United States League devoted its most careful 
study and consideration to the problem. The league’s president, Walter H. 
Dreier of Evansville, Ind., appointed a special committee consisting of all of the 
past presidents of the United States League, men well qualified by experience, 
knowledge, and judgment to give responsible answers to the questions put by 
your subcommittee. Former Comptroller of the Currency Preston Deland was 
retained to assist the committee, and other outside experts, including the Direc- 
tor of the Bureau of the Budget, met with the committee. 

The response to the questionnaire was submitted to the Senate subcommittee 
and has been reported in full in the staff report. 


4. Supplementary report of the past presidents 


Since the response to the Senate subcommittee questionnaire did not consti- 
tute a report in the usual sense, the past presidents committee continued its 
work until it had developed a specific and affirmative report as to the United 
States League’s position on the organization question. That report was ap- 
proved by the league’s executive committee and board of directors at the an- 
nual convention in November, and I should like to make it a part of the record 
of this hearing. 

I believe that these various reports and statements make it very clear that 
the United States League, while opposed to the separation of the Insurance 
Corporation from the Board, is far from taking the position that there is no 
room for improvement in our Government agencies. On the contrary, we have 
recommended a long list of changes, improvements, and adjustments which we 
hope to see effected over the coming months and years. It is our belief that 
the United States League recommendations, if followed, will result-in a 
stronger, sounder savings and loan system which offers better and better thrift 
and home financing facilities to the country. We also believe that the carrying 
out of our recommendations would achieve to a very large degree the objec- 
tives of the President and the administration. After all, the President’s objec- 
tive was a sound, well-managed, well-supervised savings and loan business, 
and we think our program would accomplish just that. 

While the details of our recommendations are spelled out in the various 
reports previously referred to, for the convenience of the committee I should 
like to outline the highlights of those recommendations. 

1. We recommend that the Federal Home Loan Bank Board be internally 
reorganized into four constituent divisions, each headed by a responsible, well- 
paid governor, as follows: 

(a) Federal Savings and Loan Division. 
(b) Federal Home Loan Bank System Division. 
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(c) Federal Savings and Loan Insurance Corporation Division. 
(d) Division of Supervision and Exsmination. 

This divisional setup with adequate staff and a realistic budget would per- 
mit the sound administration of the varions activities and free the Board for 
its high-level work of policymaking, judicial decisions, and liaison with other 
administration agencies. 

2. We have recommended a reexamination and strengthening of examination 
agreements between the Board and State supervisory authorities. 

The defaleation in a Norfolk savings and loan association last year brought 
to light the fact that the agreement to share supervisory responsibilities be- 
tween State and Federal Government in connection with State insured institu- 
tions left something to be desired. Great progress has already been made by 
the Board in changing these agreements so that procedures ate provided which 
clearly permit the Federal examiners to do a thorough and adequate examina- 
tion. Where such agreements have not been reached we understand that the 
Board is proceeding with its own independent examination of State chartered 
insured associations, 

3. The league recommends that, as a long-range objective, supervision be 
conducted by supervisory agents responsible to the Washington Board instead 
of the present practice of using the regional Federal home loan bank president 
as supervisory agent. 

It is essential that supervisors be highly trained, well-paid men; several 
years may thus be required to put such a program safely into effect. Another 
reason for this recommendation is that under the league’s proposed program 
for improvement and enlargement of the Federal Home Loan Bank System, the 
Federal home loan bank presidents would have substantially increased responsi- 
bilities in the credit and banking fields; they may not be able under such larger 
responsibilities to satisfactorily continue to also handle supervision. 

4. The league recommends more complete uniformity in the examination and 
supervision procedures in the various bank districts. 

The league believes that substantial progress is being made in this area through 
meetings of the district examiners and through the issuance of various memo- 
randa and instructions designed to bring uniform high-grade practices. This is 
a problem that merits continued attention. 

5. The league recommends increased use of the Board’s authority to enforce 
supervisory orders under section 5 (d) (1) of the Home Owners Loan Act. 

The power in this section was added by a 1954 amendment to the law and per- 
mits the Board to obtain court enforcement of supervisory orders without the 
necessity of appointing a conservator, or removing officers, or taking other dras- 
tie steps which might undermine public confidence. 

6. The league recommends that copies of examination reports be provided to 
the Federal Savings and Loan Insurance Corporation. 

Discussions with the proponents of Reorganization Plan No. 2 indicate one of 
the objectives of separating the Insurance Corporation from the Board was to 
provide an additional check on examination reports. The league believes that 
this can be done within the present framework. 

7. The league believes that the Board should maintain separate minutes of 
actions taken in their capacity as trustees of the Insurance Corporation: 

This is another matter recommended by the proponents of Reorganization 
Plan No. 2, which we believe can easily be accomplished without the proposed 
separation of the two agencies. 

8. We believe the Board should request and be granted a substantially larger 
budget which would provide more adequate staff. 

In spite of the spectacular growth of the savings and loan business, the number 
of employees at the Board has remained virtually constant for many years. As 
a result, it is impossible for the Board to adequately carry cut all of its duties 
and functions expeditiously. In this connection, it would be most helpful if the 
Senate subcommittee could give some recommendation in its report as to the 
need for adequate staff to handle the important and increasing responsibility of 
the Federal Home Loan Bank Board. All of the funds to support the Board 
eome from the member associations and are in no sense a cost to the taxpayer. 

9. The league recommends the establishment at the Board of an economic 
research department. 

Such a department could be of great assistance to the Board in anticipating 
credit needs and in supplying current, useful statistics to the Congress, the 
administration, and the industry. 

10. The league recommends the speeding up of the handling of applications for 
branches, insurance of accounts, and charters. 
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We understand that the Board currently has under way a comprehensive 
study of its procedures with the objective of reducing the time necessary to 
handle these various individual cases. It seems obvious to the league that this 
is one of the problems caused by inadequate budget and staff. 

11. The league recommends the implementation of its special bank system 
committee report. 

While this phase of the Board operation is not directly connected with the 
organization question, we feel that by improving and strengthening the bank 
system we will accomplish one of the general objectives sought by the proponents 
of Reorganization Plan No. 2. 

All of these recommendations and others have been presented in detail to the 
Federal Home Loan Bank Board... I am happy to report that the Board is giving 
careful study to all of our recommendations and we feel confident that a number 
of our ideas will be put into operation. Only a very few of our proposals require 
legislation. We have also discussed these proposals with the Bureau of the 
Budget because we are anxious to work with the administration, the Board, the 
Congress, and all others to the end that our Federal agencies may be in a position 
to make a maximum contribution to the national economy and to the thrift and 
home financing needs of the country. 

In citing this long list of recommendations we do not wish to imply for a 
minute that we think there are basic defects or major weaknesses in the Board 
and Insurance Corporation program. Improvement is always possible, and we 
believe we have cited a number of possible improvements. On the other hand, 
it should be emphasized that these agencies have done a tremendous job over 
the past 25 years. They have performed their functions effectively; and the 
savings and loan business, in spite of its tremendous growth, has been the 
source of amazingly few difficult problems. For instance, for 11 years the 
Insurance Corporation was not called on to absorb any losses; and even in 
the Norfolk case the expected loss is less than $100,000. This, we submit, 
is as good a record as has been made, if not better than, any other financial 
system. 

Because there are so many things related, at least indirectly, to the question 
ef reorganization of the Board and Insurance Corporation, I should like to 
include for the record the league’s entire legislative program for 1957. It may 
well be that some of our other recommendations have a bearing on this question. 

In conclusion then, we strongly recommend the continuation of the basic 
relationship of the Board and Insurance Corporation and we recommend that 
the Insurance Corporation not be separated from the Bank Board. We believe, 
instead, that the basic objectives of all concerned can best be accomplished by 
improvements and modifications within tne present basic structure within the 
agencies. 


LEGISLATIVE PROGRAM FOR 1957 


(As approved by the legislative committee-executive committee, Philadelphia, Pa., 
November 13, 1956) 


I. SAVINGS AND LOAN LEGISLATION 


A. Recodification of Federal financial statutes 


1. Recommendation by Federal Home Loan Bank Board.—The United States 
League position on the general recommendations and 50 specific proposals by 
the Federal Home Loan Bank Board is covered in a special addendum A. 

2. Additional United States League recommendations.—(a) A broadening of 
investment powers for Federal associations to permit a limited right to invest 
in municipal securities and other securities approved by the Federal Home Loan 
Bank Board. 

(bo) A limited right of Federal associations to invest in other insured savings 
and loan associations. 

(c) A elarification of lending authority of Federal associations, either by the 
law or regulations, to permit such associations to finance the preparation and 
improvement of homesites. 

(d) A clarifying amendment to title IV of the National Housing Act to make 
certain that married savers in certain community property States are provided 
eeeel aa es coverage on an equal basis with savers in other States. 
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(e) Increase from 20 to 25 percent the portion of the assets of Federal as- 
sociations that may be invested in certain special classifications of loans (as now 
defined in the law and regulations. ) 

(f) Legislation restricting the establishment and operation of holding com- 
panies in the savings and loan business. In this connection the league has 
specifically endorsed H. R. 10811 introduced in the House of Representatives 
by Representative Brent Spence, chairman of the House Banking and Currency 
Committee. 

(yg) An amendment to section 2410 of the Judicial Code to eliminate Federal! 
redemption rights and to provide nonjudicial sales which affect the rights of 
the United States as provided by local law. 

(h) Legislation which would make the accounts issued by insured institutions, 
up to $10,000, lawful investments for all public funds of the United States, fidu- 
ciary and trust funds under the authority or control of the United States or any 
officer or officers thereof, and for funds of all corporations organized under laws 
of the United States. 

(i) An amendment to section 13 of the Federal Reserve Act to make short- 
term Federal Home Loan Bank obligations eligible for rediscount at Federal 
Reserve Banks and eligible for purchase in the market by the Federal Reserve 
banks. The league further recommends that the Federal Savings and Loan 
Insurance Corporation be permitted to purchase obligations of the Federal home- 
loan banks. 

(j) Legislation directing the Federal Deposit Insurance Corporation to cease 
the practice of designating savings accounts in insured savings and loan associa- 
tions as “defaulted securities” in its examination reports. 

(k) Legislation to increase the insurance of accounts to $25,000. 

(1) Legislation to establish criminal penalties for persons making false and 
misleading statements as to the procedures for the paying of accounts in de- 
faulted institutions by the Fedreal Savings and Loan Insurance Corporation, or 
as to the financial ability of the Insurance Corporation to meet its obligations. 


B. Federal Home Loan Bank Board Organization 


The United States Savings & Loan League is opposed to the separation of the 
Federal Savings and Loan Insurance Corporation from the Federal Home Loan 
Bank Board. Such separation would cause confusion, lead to conflict between 
agencies, increase expenses, and would not be in the best interest of the Govern- 
ment, the savings and loan business, or the public. The league recommends an 
internal revision of the Federal Home Loan Bank Board as outlined in the special 
report by its past presidents committee. 


C. Branch legislation 
League position to be developed at January legislative conference. 
D. Taxation 


It is the position of the United States Savings & Loan League that it be an 
objective to seek the repeal of section 313 and the reenactment of the previously 
existing exemption of the Revenue Act of 1951 at the earliest opportunity. The 
officers and appropriate committees of the league are instructed that whenever 
in their judgment the time appears appropriate, they should proceed vigorously 
to seek the repeal of such section. 

In the interim the officers and appropriate committees of the league are further 
instructed and empowered to seek legislation clarifying the present statute, in- 
cluding an increase in the presently authorized allowance for reserves, whenever 
in their judgment such action is appropriate, and to oppose efforts to reduce the 
present 12 percent reserve provision. 


Il. HOUSING LEGISLATION 
A. Public housing 
The league is opposed to the public ownership, financing, and operation of 


housing. It favors continuation ef the workabie program as prerequisite of 
further public housing and urban renewal project allotments, 


B. Federal Housing Administration 


The league believes that an FHA program based on sound mortgage insurance 
principles and adhering to the original purpose of stimulating credit where neces- 
sary to encourage homeownership, can play an important role in improving the 
Nation’s housing. Legislation should be enacted reestablishing the differential 
between loans on new houses and loans on existing homes. Loan percentages and 
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maturities for FHA loans should be the first to be restricted during periods of 
tight money. The restriction should be sufficiently severe to bring about a major 
eutback in the FHA program whenever private institutions, such as savings and 
loan associations, are being restricted by Federal credit policies. 


C. Federal National Mortgage Association 
The league recommends the reinstatement of the 8 percent minimum stock 
purchase requirement for institutions dealing with FNMA. Much of the pro- 


gram, particularly the special support features, is virtually direct lending which 
has always been opposed by the United States League. 


D. Voluntary home mortgage credit program 


This program should be continued with further effort made to restrict the pro- 
gram to areas of bona fide shortage of credit. 


BE. Direct lending 
The league enthusiastically supports the GI loan program and endorses the 


American Legion proposal for a gradual termination of the program, with each 
veteran’s eligibility based on length of military service. 


Ill. OTHER LEGISLATION 
A. Postal savings 


The Postal Savings System should be terminated at an early date. Insured 
savings facilities in savings and loans, mutual savings banks and commercial 
banks are available in almost every community in the Nation. 


Positron or UnrrEep States SAVINGS AND LOAN LEAGUE ON RECOMMENDATIONS 
PRESENTED BY THE FEDERAL HoMeE LOAN BaNK BOARD TO THE ROBERTSON 
COMMITTEE 


(As adopted by legislative committee and executive committee, Philadelphia, 
Pa., Nov. 13, 1956) 


GENERAL RECOMMENDATIONS OF THE FEDERAL HOME LOAN BANK BOARD 


1. Give the Board the power to define, examine, and require reports from 
affiliates of savings and loan associations, 

League position—The United States League feels that the relationships 
between officers and directors and the association are and should be governed by 
the principles of trusteeship. ‘The request for additional authority by the Board 
appears unnecessary. The complexity of this question is underscored by the fact 
that the Board submitted no specific language in its initial transmittal and has 
commented that “the specific form which such amendment might take is a matter 
which deserves careful and mature consideration.”’ The league is agreeable to 
working with the Board to review the whole question, but is opposed to any broad 
new grant of power to the Board. 

2. Give the Board the power to examine and regulate noninsured Federal Home 
Ioan Bank member savings and loan associations. (There are approximately 
850 institutions which are members of the Federal Home Loan Bank System but 
not members of the Federal Sayings and Loan Insurance Corporation. ) 

League position.—The league is opposed to this recommendation which would 
bring about a change in the fundamental concept of the Federal Home Loan Bank 
System. The Bank System is a credit reservoir rather than a supervisory 
mechanism, Indicative of this is the fact that 25 savings banks and 2 insurance 
companies maintain membership in the Federal Home Loan Bank System al- 
though clearly it is not intended that these institutions be supervised by the 
Federal Home Loan Bank Board. This request appears to be an attempt to extend 
Federal power into what is appropriately a State function. 

The league dees recommend that the Board adopt suitable restrictions on the 
use of the Federal Home Loan Bank emblem and the Federal Home Loan Bank 
advertising legend, particularly in advertising net predominantly local, so as to 
avoid the possibility that the public mp eropenmsly assume that such institutions 
have insurance of accounts. | 

8. Give the Board the power to remove an officer or director of a Federal say ings 
and loan association. = 

position.—The league is vigorously opposed to this extreme grant ‘of 
power which would permit the Board to suspend and remove any officer or 
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director of a Federal association upon grounds which are so broad as to be, in 
effect, completely at the discretion of the Board. No adequate protection is 
provided the accused, and no opportunity to cease or correct the alleged practice. 
This provision is far more drastic than any power now provided in any financial 
statute. 

4. The Board requests that “serious consideration” be given to a provision pre- 
cluding the employment of any person acting as a director, officer, or employee, 
who has been or is convicted of any criminal offense involving dishonesty or 
breach of trust. 

League position.—The league has no objection and would approve such a pro- 
posal when couched in language parallel to that now applicable to directors, 
officers, and employees of institutions insured by the Federal Deposit Insurance 
Corporation. 


50 SPECIFIC AMENDMENTS PROPOSED BY THE BOARD 


Federal Home Loan Bank Act 


116. Technical—term “board” to “Board.” 

League position.—Approved. 

117. Technical—various definitions reworded. 

League position—Approved. 

118." Amendment to clarify that authority to create new districts (subject to 
overall limit of 12) is still in force. 

League position.—While the revisions recommended by the Board do not change 
existing law, the league feels that in revising this section it would be desirable to 
establish some safeguards against hasty and arbitrary mergers or abolition of 
Federal Home Loan Bank districts. Accordingly, the league recommends that 
in this revision a provision be added that no bank district may be merged or 
abolished without the affirmative vote of the board of directors of the bank or 
bank districts affected, except with the approval of Congress. 

119. Eliminate obsolete reference to nonmember borrower, and present defini- 


tion of “time deposits” under Federal Reserve Act, and permit Board to redefine 
it by regulation. 


League position.—Approved. 

120. Technical. 

League position.—Approved. 

121. Enable Board to classify member institutions on a basis of net liquidity 
that considers not only cash and obligations of the United States but also 
certain liabilities and share account turnover and other factors. 

League position—The Federal Home Loan Bank Board under present law has 
the power to differentiate between various institutions in the manner requested, 
subject only to a ceiling of 8 percent. The Board has not seen fit to use its 
existing power nor has it ever set the liquidity requirement at the maximum 
8 percent permitted under the law. Furthermore, the Board has the authority 
to encourage higher liquidity through its power over advances to member asso- 
ciations. For instance, the charging of higher interest rates to associations with 
inadequate liquidity would be a powerful force conducive to raising liquidity 
levels. No additional legislation is needed for this. Accordingly, it is difficult 
to see the justification for this request and the league disapproves the recom- 
mendation. 

122. Eliminate as obsolete, sundry provisions relating to original subscription 
to capital stock of Federal home-loan banks, and to authorize the Board to set 
up standards of sound management and home-financing policy for purpose of 
removal or loss of right te obtain advances under section 6 (i). 

League position.—Approved. 

123. Eliminate obsolete provisions relating to appointment and term of office 


of directors of Federal home-loan banks, and to add certain refinements relative 
thereto. 


League position.— Approved. 

124. Continue the term of office (of 1 year) of any member of the Advisory 
Council who may move out of the district within which he is elected. 

Also to remove as obsolete various references to relation of Advisory Council 
to the Insurance Corporation and its trustees. 

League position.—Approved, except that the league recommends the continua- 
tion of the reference to trustees of the Federal Savings and Loan Insurance 


2 Major, nontechnical matter. 
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Corporation. While the league favors a continuation of the present relationship 
between: Board and the Insurance Corporation, under which the three mem- 
bers of the Federal Home Loan Bank Board direct the affairs of the Insurance 
Corporation, it believes it would be unwise to delete the statutory references to 
the trustees of the Federal Savings and Loan Insurance Corporation. The 
league feels that the retention of the distinction between the Insurance Corpora- 
tion and the Board is desirable. 

125. Make minor technical word changes or to strike obsolete matter. Also 
proposed new section to provide statutory basis for methods now in use for 
handling collateral for advances. 

League position—Approved. The league has been informed that this is a 
highly desirable change. 

126. Repeals obsolete section (10 (a) ). 

League position.—Approved. 

127. Technical—re continuing validity of signatures on obligations of Board. 

League position.—Approved. 

128. Technical—to repeal as obsolete and to conform. 

League position.—Approved. 

129. Technical—to repeal obsolete references to nonmember borrowers. 

League position.—Approved. 

130. Provide clear right for any Federal home-loan bank to bring or remove any 
judicial proceedings, or separable controversies involving them, in or to the 
Federal courts. This is similar to statutory power now held by Federal Reserve 
banks. Freedom from attachment or prejudgment executions is also proposed. 
This is also a privilege accorded to Federal Reserve banks under present law. 

League position.—Approved. 

131. Include the president of a Federal home-loan bank among those officers 
and employees who may not be directors of such bank. 

League position.—None of the Federal home-loan bank presidents at present 
are members of the board of directors and the Board’s recommendation appears 
unnecessary, but is approved. 

132. Clarify nature of tax-exempt status of Federal home-loan bank and Board 
issues, and to eliminate obsolete provisions. 

League position.—Approved. 

133. Broaden “reasonably” the classes of funds for which the obligations of 
the Federal home-loan banks are legally eligible. 

League position.—Approved. 

134. Technical—to make clear the stated percentage of net earnings that are 
allocated to reserves are minima. 

League position.—Approved. 

135.’ (1) Strike as obsolete, matters setting up original Board. 

League position.—Approved. 

(2) Provide greater continuity and wide latitude for delegation of Board 
functions. 

League position—While suitable provision for due delegation of authority 
with respect to many functions of the Board is essential, the provision recom- 
mended is entirely devoid of any reasonable limits. It would appear neces- 
sary to formulate substitute language based on some “middle ground” approach 
which will not permit the delegation of any of the judicial or legislative func- 
tions of the Board. 

(3) Give Board broad administrative powers relative to expenses, operations 
and personnel, parallel to those granted to Federal Reserve Board and Federal 
Deposit Insurance Corporation, except that all personnel of the Board would 
continue to be subject to Civil Service Act and Civil Service Retirement Act, 
with exceptions in the discretion of the Board. 

League position—Approvyed. The league supports this recommendation be- 
eause it would permit the Board, which operates without any tax funds, the 
same flexibility in budget control which has previously been provided for the 
Federal Reserve and Federal Deposit Insurance Corporation. 

136. Clarify the language authorizing assessment of the Federal home- 
loan banks so as to make it more flexible. Largely technical. 

League position.—Approved. 

137. Extend power of examiners provided in Federal Home Loan Bank Act 


to other two main statutes covering Federal Home Loan Bank Board 
jurisdiction. 


1 Major, nontechnical matter. 
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League position.—Appreved. 

138. Technical, Minor. 

League position.—Approved. 

139.. Add new section giving Board authority to require such transfers or 
assumptions of liability, and such other adjustments as it deems advisable in 
any.instance where it readjusts or creates any Federal home loan bank 
district. 

League position.—Approved. 

140. Repeal obsolete section relating to United States bonds prior to 1936. 
And substitute new section to make clear the geographical coverage of act. 

League position.—Approved. 


Home Owners Loan Act of 1933 


141. Technical—“Board” for “Home Loan Bank Board.” 

League position.—Approved. 

142. Technical—re definition of Board. . 

League position.—Approved. 

143. Repeal provisions related solely to Home Owners Loan Corporation. 
Insert new provisions relating to Board regulation of interest rates and fees 
which may be charged by Federal savings and loan associations. 

League position.—Approved. 

144.* Completely revise all present provisions for the enforcement of rules 
and regulations and the appointment of conservators or receivers of Federal 
savings and loan associations. Including among the 6 points of this proposal 
are 3 major changes: 

(1) Revision of Board’s existing powers to order corrections of violations. 

League position —Approved subject to qualification noted in comments on 
part 8 of this recommendation which are for application because of the 
“grounds” enumerated for the appointment of conservators and receivers. 

(2) New provision to enable Board to remove directors or officers of Federal 
savings and loan associations. 

League position—The proposed procedure designed to permit the removal 
of any officer or director of a Federal savings and loan association must be 
rejected as being devoid of those protective safeguards that are considered as 
essentials in laws dealing with the rights of individuals under concepts older 
than the Bill of Rights. 

First of these is the contemplation that the accuser shall be the judge. And 
curiously, the finding of an individual's own board of directors that he is not 
guilty or that the nature or degree of guilt does not warrant removal is labeled 
as a “failure or refusal” to comply with the goal of the accuser—viz, removal, 
and is given no weight. This might be iikened to a law that would permit 
any court to throw out any finding of a jury that does not concur with the 
charge, regardless of the testimony. 

Second, the very vague and general language describing those acts or lack of 
action that may give rise to a notification of removal foreordains the finality 
of the ensuing action. If, “in the opinion of the Board” a director or officer 
has violated his “duty” the Board may compel his removal. It is not even 
implied that a substantial or damaging violation must be involved. No appeal 
to a Federal court would be of avail—or to correct or comply, is considered 
necessary. A past failure, of trivial import, or an inadvertanj, continuing 
practice considered “unsafe” is all that is needed for the ax to rise and fall. 

Any officer or director of any Federal savings and loan association, should this 
measure become law, would be holding office entirely at the pleasure of whoever 
might be sitting on the Board from time to time. Qnite conceivably a powerful 
political pressure could be exerted at any time or place to remove successfully 
anyone who dared to raise a voice of opposition, or who holds a desirable position. 

Let it be noted that with the same voice that it has made this proposal, the 
Board has asked for power to effect a complete delegation of any or all of its 
duties and powers, including its judicial. Quite conceivably the delegation 
of the power requested here, coupled with a delegation to an individual on the 
Board's staff, could result in the capricious and effective remoyal of a number 
of individuals under circumstances that the Board itself would never countenance. 

Be it noted further that the significance of these things brought out above show 
the proposal is one that reaches for a power far in excess of that removal power 
set forth in section 77 of title 12 of the United States Code, which the Board 


1 Major, nontechnical matter. 
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cites as “comparable” in justification of its request (p. 150, committee print) 
that this power be extended also to member. and insured institutions. 

(3) Revision of power and procedure for the appointment of conservators 
and receivers for Federal savings and loan associations, 

League position —In general the revision proposed outlines a practice that is 
not essentially different from the present law. It does, however, include a 
provision authorizing the Board to define “what constitutes unsafe or unsound 
practices and unsafe or unsound operation.” A “violation” of any such definition 
will enable the Board to. appoint a conservator or a receiver, to take the institu- 
tion away from its owners and do what it will-—including its liquidation. 

So long as what might constitute an unsafe or unsound operation or practice 
remains a question of fact, a Federal savings and loan association has a justifiable 
case in the face of Board action, and recourse to the courts is practicable. Once 
this Board definition privilege becomes law the rights of the association will be 
eoncluded by fiat. it would be much more acceptable and defensible were these 
proposed changes to provide instead a suitable definition in the statute and a 
provision that would more clearly limit the Board’s power to interfere with the 
control of an association to those occurrences (as named) which are substantial 
in their nature an ultimate import, and that no supervisory representative in 
charge, conservator, or receiver, shall be appointed for a solvent and unimpaired 
institution if any alleged violation of law, regulation, or wrongdoing can be 
corrected under the proposed paragraph d (1). 

145. Repeal obsolete subsections related to investments by Secretary of Treas- 
ury in Federal savings and loan associations. 

League position.—Approved. 

146. Include savings and loan types of institutions in possessions of United 
States in the conversation right of Federal savings and loan associations located 
therein. Also, strikes obsolete references to Secretary of Treasury and Home 
Owners Loan Corporation. 

League position.—Approved. 

147. Cancel original authority of Board to use appropriated funds to promote, 
organize, and develop local associations. No intention of using. 

League position.—Approved 


148. Redefine geographic application of act. 
League position.—Approved. 


Title IV of National Housing Act 


149. Technical—tre title of Board. 

League position.—Approved. 

150. Technical—re definition of Board. 

League position.—Approved. Except that, if the suggestions of the league 
with respect to recommendation 124 are acceeded to, there should be added 
a further subsection (401 f.) reading “f.” “The term ‘Board of Trustees’ shall 
mean the Federal Home Loan Bank Board sitting as trustees of the Federal 
Savings and Loan Insurance Corporation.” 

151. Clarify the application of the insurance limit to fiduciary accounts and 
to assert the separate identity of each such account for insurance purposes. 

League position.—Approved. 

152. Clarify and broaden eligibility for insurance coverage of various public 
funds or money of a public nature (e. g., paid into court). 

League position.—Approved. 

153.. Strike language relating to trustees of the Federal Savings and Loan 
Insurance Corporation and to substitute direction of the latter by the Board. 
Certain other references that are stricken are carried over to section 402 (c) 
by recommendation 155 following (155 (c) ). 

League. position.—It_ is recommended that in lieu of this recommendation 
the subsection should be reenacted, changing the word “five” to “three.” This 
would retain the identity of the Board of Trustees of the FSLIC. 

154. Repeal obsolete provisions relating to original stock subscription of Home 
Owners Loan Corporation to Federal Savings and Loan Insurance Corporation. 

League position.—Approved. 

155. Revise various provisions relating to the powers of the Federal Savings 
and Loan Insurance Corporation as follows: 

(a) To enable it to settle or compromise claims by or against it. 

(b) To give it powers in judicial proceedings similar to those deniahie 
for Federal loan banks under recommendation 130 above. 

(c) To make clear power of Federal Savings and Loan Insurance Corpora- 
tion to adopt bylaws, issue rules and regulations, and to require reports. 
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League positions.—Approved. 

156. Provide criminal penalty for misuse of indicia connoting insurance of 
accounts. 

League position.—Approved. 

157. Increase (to $5,000) penalty for misrepresentations involved in use of 
words Federal Savings and Loan Insurance Corporation or as to the fact or 
nature of insurance. 

League position.—Approved. 

158. Three separate and distinct extensions of Board authority are here 
proposed as follows : 

(1) Empower Federal Savings and Loan Insurance Corporation to control 
mergers, consolidations, or purchase or sale of assets by insured institutions. 

League position—The Insurance Corporation has already assumed regulatory 
power over mergers. The league believes that any law or regulation regarding 
mergers should clearly set forth the grounds and conditions upon which ap- 
proval or disapproval of mergers shall be based, so that all associations will 
know in advance the legal requirements for mergers. The league further 
recommends that the Corporation’s authority over mergers, whether by law or 
regulation, be limited to those mergers which (@) involve an increase in assets 
of 25 percent or more, or (0) invelve an increase in assets of 10 percent or 
more, or $1 million, whichever is lesser, and involve the extension of the surviving 
institution’s lending area, or result in the establishment of an office beyond the 
association’s previous lending area. 

(2) Empower Federal Savings and Loan Insurance Corporation to regulate 
the retirement, pension, and deferred compensation arrangements of insured 
institutions. 

League position.—Basically, your league believes the regulatory power of the 
Board over these matters should be limited to provisions that would prefer 
the claims of the Federal Savings and Loan Insurance Corporation against 
the assets of an institution in default to the rights of anyone claiming under 
a pension or deferred compensation plan. Perhaps this would be as far as 
the Board would go in fact. But that is not ascertainable from the text proposed. 
Your league, therefore, disapproves this proposal. 

(3) Empower Federal Savings and Loan Insurance Corporation to regulate 
the types of losses that can be charged against reserves. 

League position.—In urging that it be granted this power, the Board points 
out that the building up of reserves can be defeated by subjecting them to im- 
proper charges. True enough. But no less obvious, conversely, is the fact the 
purpose of reserves can be negated by imposition of an overly strict limit on the 
type of losses that can be charged against them. In the absence of any light on 
how that consideration. would be given needed flexibility by the Board, it is 
necessary for your league to disapprove this recommendation in favor of leaving 
with management reasonable discretion in the matter of charging certain types 
of losses against reserves. It might also be noted, in reference to this proposal, 
that the Federal tax laws largely control these practices. 

159. Broaden the grounds for rejection of an application for insurance to con- 
sideration of applicant’s financial and financing policies, of its facilities for serv- 
ing the public, of the question of need and effect on existing institutions, and to 
impose conditions to insurance. Validation of any or all conditions heretofore 
imposed is included. 

League position.—Approved. 

160. Add power to adjust premiums in case of the merger or consolidation of 
an insured institution or liquidation, dissolution, or purchase of assets. 

League position.—Approved. 

161. Remove provision relative to refund of excess premiums paid after June. 
1949—when rate was reduced to one-twelfth—with savings clause to protect out- 
standing rights, if any. 

League position.—Approved. 

162. Broaden and make more flexible the provisions related to handling the 
assets and liabilities of an insured institution in default, and to the liquidation 
or restoration of such institution. 

League position.—Approved. 

163. * Revise provisions governing the termination of the insured status of an 
insured institution. (Nore—Changes re similar action by Federal Deposit 
Insurance Corporation against its insured banks under Recommendation 99). 


1 Major, nontechnical matter. 





FHLBB AND FSLIC—STUDY OF RELATIONSHIPS 77 


League position—Present law requires the Board to allow a period of 120 days 
for the correction of bad practices before it can convene a hearing (on 30 days’ 
notice) to terminate an institution’s insured status. Such hearing is controlled 
by the Administrative Practices Act and is subject to review as therein provided. 

The proposed change would eliminate this opportunity to correct and permit 
the Board to order a hearing at any time (the 30 days’ notice is deleted) and 
to terminate an institution’s insured status forthwith, based on its finding at 
such hearing. The proposal further prescribes that the Board may define “by 
regulation or otherwise” what constitutes “unsafe and unsound practice.” This 
type of statutory provision can be employed to effectively strip away the safe- 
guards seemingly built into the statute by language which assures an opportunity 
for judicial review. It is to be noted that this provision of law, as proposed, 
taken in conjunction with the proposed section 5 (d) (3) (recommendation 
144—-see top p. 183 of committee print), affords a new avenue down which the 
Board can proceed to the appointment of a conservator or receiver for any Fed- 
eral savings and loan association under the proposed 5 (d) (3) of the Home 
Owners Loan Act. 

The grant of such broadened power, so susceptible to arbitrary exercise and 
so untrammeled by ordinary defense safeguards, would appear to be completely 
unjustifiable. It is much more drastic than any power existing or proposed 
covering the insurance of banks. (See 12 U. 8, C. 1818 (a) and recommendation 
99, p. 127 of the committee print covering FDIC proposals. ) 

Your league disapproves, and states further: If disabilities exist under pres- 
ent law which hamper, unduly, proper attempts at supervisory control, the Board 
should find it possible to weigh and outline them positively and to propose for 
a remedy some reasonable extension of power that is consonant with accepted 
canons protective of the rights of individuals and ownership of property. 

There would seem to be equally aprlicable to much of the new matter proposed 
under both recommendations 144 and 163 of this series. Your league is confident 
the Board would find the savings and loan business most sympathetic and co- 
operative in assisting it to frame suitable provision for the attainment of needed 
objectives. 


Criminal provisions 

164. Extend to directors, officers, employees, agents, and attorneys of any 
Federal home-loan bank, or of any institution imsured by the Federal Savings 
and Loan Insurance Corporation, a criminal law prescribing a fine or imprison- 
ment for receiving or consenting or agreeing to receive any fee, gift, or thing of 


value for procuring or endeavoring to procure any loan, renewal, or extension. 


(This law has been applicable to Federal Deposit Insurance Corporation for 
some time.) 


League position.—Approved. 


165. Cover members of a Federal home-loan bank under statute already appli- 
cable to Federal Savings and Loan Insurance Corporation insured institutions, 
prescribing penalties for embezzlement, misappropriation, etc., from such insti- 
tution by an officer, employee, or agent thereof. 


League position.—Approved. 


166. Cover members of a Federal home-loan bank under statute (already 
applicable to FSLIC-insured institutions) which prescribes penalties for falsi- 
fication and other misrepresentations with intent to defraud on the part of an 
officer, employee, or agent of any such institution. 


League position.—Approved. 


SuMMARY OF RECOMMENDATIONS OF THE FrEepERAL Home Loan BANK Stupy 
MMITTEE OF THE UNITED States Savines AND LOAN LEAGUE 


The recommendations of the committee generally fall into three broad 
categories as follows: 


1. Recommendations with respect to liquidity, both of member associations 
and the Federal home loan banks. 


2. Lending policies of the Federal home loan banks. 


3. The means by which the banks secure funds from the money and capital 
markets. 


All of the recommendations are related to each other. While it is not neces- 
sary that all the recommendations be implemented at the same time by the 
85759—57-——__6 
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Federal Home Loan Bank Board and the regional banks, each specific recom- 


mendation given in detail in part II of the report should be considered in the 
light of every other recommendation. 


ROLE OF BANK SYSTEM 


The recommendations are calculated to produce a bigger and more useful 
Federal Home Loan Bank System. This means a bank system that can play 
a constructive role in the preservation of the value of the dollar and in achieving 
a sustained and sound growth for the American economy, as well as materially 
assist savings and loan associations and cooperative banks. 

Assistance to associations, of course, would be through the provisions of funds 
$0 as 

1. To assist associations in meeting withdrawal requests without delay. 

2. To assist member institutions in meeting the seasonal needs for funds just 
as the Federal Reserve banks assist in meeting the seasonal requirements of 
the commercial banking system. 

3. Finally, to provide credit for associations that is nowhere else obtainable, 
namely, long-term credit to assist associations in meeting the home financing 
needs of their communities. Such credit should be available whenever its use 
is consistent with national fiscal and economic policies. 

While the responsibility for maintaining adequate primary liquidity rests, 
in the view of the committee, with the associations themselves, the most im- 
portant function of the Bank System, in the minds of most savings association 
executives, is to provide funds for emergency liquidity purposes, All of the 
recommendations of the committee were made in the light of this fact. Recom- 
mendations also were made in the light of the fact that the Bank System cannot 
function to meet the emergency liquidity demands of its members unless the 
banks are strong institutions. This requires that the Bank System must maintain 
markets for its obligations at all times rather than just when associations need 
funds to meet unusually large withdrawal requests. 

I-xperience has pointed out the fact that liquidity involves more than available 
cash to meet unexpected high withdrawals. It is necessary as a margin of safety 
or a cushion in the event loan yolume, savings receipts, and withdrawals are 
different than anticipated, and a cash problem results. This was the source of 
the cash squeeze in the fall of 1955 in a number of institutions. 

The greatest assurance of the banks’ ability to provide members with cash is 
a larger and stronger Bank System, and a much broader and more certain market 
for obligations of the Bank System. Home-loan bank obligations will be easier 
to sell in the future if a wide range of investors is familiar with them and has 
purchased them in the past. Consequently, some of the committee's recom- 
mendations provide that-the Bank System have outstanding a generally larger 
volume of obligations than has been the practice of the banks in recent years. 
The recommendations also would encourage the Bank System to sell obligations 
to a much wider range of investors than has been the practice. 


LIQUIDITY OF THE BUSINESS 


There is a desire to increase generally the liquidity of the savings and loan 
business. This increased liquidity should come in the form of relatively larger 
holdings of cash and governments on the part of individual institutions, as well 
as increased holdings of cash and governments on the part of the Federal home 
loan banks. 

Increased liquidity, however, comes not without some price. A substantial 
part of the committee's deliberations was concerned with the question of fairly 
apportioning the cost of added liquidity between all members of the Bank 
System—those that maintain adequate liquidity themselves and those for whom 
the banks must provide a greater liquidity backstop, as well as between those 
who borrow from the banks and those who are typically nonborrowers. 

The committee’s recommendations must be viewed from the standpoint that 
they are based upon a consideration of financing added liquidity for the business 
generally. For example, the recommendations for the use of commitment fees 
and the alternative provision for a higher interest rate on loans unless com- 
mitted for in advance should be viewed with the understanding that costs of 
added liquidity must be paid for in some manner. 

The commitment plan recommended is designed, in part, te permit the banks 
to pass on the cost of a part of the banks’ added liquidity maintained for bor- 
rowing institutions to the associations which borrow. An equally important 
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factor in the committee .procedure -would be that the borrowing association 
would know in advance that the bank would have the money and would make 
it available. 


LIQUIDITY RECOMMENDATIONS 


The committee recognizes the fact. that no single liquidity formula or specific 
proposal relative to liquidity will meet with unanimous approval. The com- 
mittee believes its recommendation.to be a.constructive, flexible, and wholly 
practical approach. to the need of the business. for increasing its liquidity posi- 
tion. The general theory of the committee can. be-expressed this way: “Some- 
one has to earry liquidity: if the association. does, fine; if the association does 
not, the banks themselves must carry it for them and find a way of charging for 
it.” 

If member associations are to maintain larger balances of cash, government 
bonds, and other marketable securities, management should be given as much 
discretion as possible as te the nature.of liquid assets held, the places in which 
they are maintained, and the use to which the liquid assets may be put. There 
should be no restrictions on the use of.the liquid assets or the purposes for 
which liquid assets are maintained. There should be discretion left to man- 
agement as to whether it will maintain the suggested amount of liquidity or 
whether it will choose to pay a penalty imposed for failing to maintain it. 


Minimum liquidity 


The committee recommends that the following minimum liquidity be main- 
tained by members of the Bank System with the provision that higher liquidity 
minimums can be requested by the regional banks of members in their districts 
when necessary. 

Associations should hold eash, government obligations, and other marketa- 
ble securities, including obligations of the Federal. home-loan banks, in an 
amount equal to the sum of the following: 

One-half of the institution’s gross cash. withdrawals of the preceding 12 
months er 15 percent.of. savings capital, whichever is smaller, plus 

An amount equal. to all borrowed money. (including FHLB advances) 
due within 3 months, plus 

Loans in. precess. and commitments to make or buy mortgage loans to 
the extent that.they are in excess of 10 percent of savings and also to the 
extent they are not protected. by unused,commitments to borrow from the 
home-loan bank, takeout commitments.from other financial institutions, 
or confirmed lives of credit at commercial banks. 

This formula would supplement the present requirement of cash and un- 
pledged governments equal te 6 percent of savings. The statutory penalty for 
failure to maintain this modest 6 percent requirement is to quit making loans. 

The penalty recommended by the committee for failing to maintain this new 
higher amount of liquidity in its formula stated above would not be the cessa- 
tion-of lending but, rather, the relatively.mild penaity of (1) the payment by 
the association .of a higher rate on Federal home-loan bank borrowings and (2) 
the association being unable to obtain an advance from the bank with a matur- 
ity-in excess of 90 days.....- 

Thus, a member association would have essentially a management decision 
as to the alternatives of maintaining this additional amount of liquid assets or 
carrying less liquidity and then borrowing only on a 90-day basis from the bank 
and paying a higher interest rate for such advances. 


Liquidity of FHL banks 


With respect to the liquidity of Federal home-loan banks, the committee feels 
that the banks should maintain, as a normal practice, consistently higher hold- 
ings of cash and Government bonds; particularly so as to be fully prepared to 
meet the emergency liquidity needs of institutions. 

The regional banks should carry cash and securities with an established market 
so that they are never compelied to go to the market for new funds within any 
30-day pericd. To achieve this, the total liquidity Should be at least equal to— 

1, Federal home-loan bank Obligations maturing within 30 days. 
2. Total demand deposits of: members. 

3. Seventy-five percent of time deposits. : 

4. Fifty percent of capital stock: 


5. Fifty percent of outstanding undisbursed commitments: (as amtpeed 
baw) 


7 hs 
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At the same time and because the bank system is intended to meet emergencies: 
of varying degrees of severity, some element of flexibility is required. Con- 
sequently, any Federal home-lean bank,.with the specific approval of the Federal 
Home Loan Bank Board, should be permitted to reduce the amount of liquid 
assets behind demand deposits to 50 ae em behind time deposits to 25 percent, 
and behind capital stock to zero. owever, every such deficiency should be 
restored fully through participation in the next issue of Federal home-loan bank 
obligations, and the Federal Home Loan Bank Board should arrange for such 
an issue within 60 days after any bank has so impaired its liquid asset position. 

In order to preserve the true character of time deposits in the Federal home- 
loan bank, provision should be made for deposits in the FHLB within two clear- 
cut categories: (1) demand deposits; and (2) time deposits subject to notice. 
The board of directors of the regional banks should determine the exact provi- 
sions of any notice requirement to be imposed on time deposits. Provisiom 
should be made for the transfer‘ of deposits’ from the “time” to the “demand” 
category at the time a member gives notice of intent to withdraw the deposit. 


FEDERAL HOME LOAN BANK LENDING 


The committee recommendations contemplate two basic types of loans by the: 
Federal home-loan banks and, within each type, both long- and short-term 
maturities as follows: 

1. Regular advances, arranged for by the member 60 days before the funds 
are obtained by securing a commitment from the bank for the advance and paying 
a commitment fee: 

(a) With maturities up to 18 months; 
(b) Amortized advances with maturities up to 10 years. 

2. Special advances, normally available immediately upon request but carrying 
a higher rate than regular advances: : 

(a) With maturities not to exceed 90 days (the typical special advance) ; 
(b) With maturities longer than 90 days as arranged between the associa- 
tion and the bank when a short-term advance would be fnappropriate. 

A new procedure is recommended for Federal home-loan bank lending; namely. 
a system of commitments on the part of the bank to make loans and the payment 
by members of a commitment fee. All regular advances except loans up to 2: 
pereent of savings (equal to member stock investment) would be made on the 
commitment basis following a request by the association for an advance, such 
request being made at least 60 days prior to the date of the advance. Payment 
of a commitment fee would not only assure the association of funds when they 
are needed but, more importantly, would permit the bank to secure or earmark 
funds immediately for the association and to carry the added liquidity necessary 
for it to honor its loan Commitments. 

The short-term, or up to 18-month, regular advance essentially would be for 
Seasonal purposes, permitting an association to be ready for peak withdrawals 
or for periods of large disbursements on loans, usually in the late summer and 
fall months. The long-term advance would be made exclusively from funds: 
secured by the banks from obligations with a maturity in excess of 1 year and, 
preferably, of at least 2 or 3 years. Long-term advances would be made only to 
the extent that funds for such loans were available to the Bank system and to 
the extent that such lending was consistent with national monetary and credit 
policy. Particularly would this: be true in times when there was a need or de- 
sire on the part of Federal authorities to increase the availability of long-term 
credit for housing. 

“Open Door” Policy 

Insofar as possible, the Federal Home Loan Bank System should be operated 
so as to provide an “open door” policy—at an appropriate price. Adjustments 
in the interest rate on long-term advances, as well as in the amount of funds 
available for long-term advances, would be used for controlling the amount of 
long-term home-loan bank credit in the mortgage market in accordance with 
national monetary and credit policy. 

With the exception that bank members could secure an advance in an amount 
up to 2 percent of their savings without an advance commitment and giving ad- 
vance notice, and without paying a commitment fee, any need for funds not ob- 
tained by the payment of a commitment fee would have to be met by the use of 
a special advance. iT 

A special advance normally would carry a maturity not in excess of 90 days. 
Exceptions would be where such advance was secured to meet heavy withdrawals 
or a persistent cash drain from the institution. In these cases a longer maturity 
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would be appropriate and should be arranged between the bank and the associa- 
ttion. Special advances would carry a higher interest rate. It would be charged 
to compensate the bank for carrying the liquidity that must be maintained to 
serve associations that do not give the bank advance notice of their intent to 
borrow. It also would provide encouragement to member associations to main- 
tain higher liquidity, to forecast their requirements for cash and to plan ahead 
as to their need for funds from the bank. 

The directors of the regional banks should have discretion in determining how 
much higher the rate should be on. special advances than on regular advances. 
‘The rate, however, should be sufficiently high, compared to the rate on regular 
advances, so as to provide adequate incentives as outlined above and to make 
certain that the commitment device actually functions as intended. 


BANK FINANCING PRACTICES 


The Committee feels that there is need for a sharper distinction in the financial 
practices of the banks between the funds available for making short-term ad- 
vances and the funds available for long-term advances. Short-term advances 
appropriately can be made from funds secured by short-term obligations, but the 
banks should start a systematic program of raising funds through the offering 
of various and long maturities. Generally, the banks should make long-term 
loans only from the proceeds of obligations with maturities of at least 2 or 3 
years. 

The Bank System should proceed to sell its obligations much more aggressively 
than in the past, and there must be continued reappraisal and emphasis on im- 
proving the methods of marketing the obligations. There should be broader 
participation in the determination of policy on the issuance of Federal home- 
loan bank obligations through a committee of bank presidents and savings and 
loan executives functioning in consultation with the Chairman of the Board 
and the fiscal agent of the Bank System. 


Report OF PAST PRESIDENTS COMMITTEE ON ORGANIZATION OF THE 
FeperRaAL Home LOAN Bank Boarp 


United States Savings and Loan League, Chicago, Ill. 


This report was developed by the past presidents at a special meeting in 
Washington, D. C., on September 24 and 25, 1956, and at a second, joint meet- 
ing with the executive committee of the United States League in Philadelphia, 
Pa., November 10, 1956. 


PAST PRESIDENTS PARTICIPATING IN STUDY 


J. Howard Edgerton, chairman, Los Angeles, Calif. 
Edward C. Baitz, Washington, D. C. 

Henry A. Bubb, Topeka, Kans. 

Fermor 8. Cannon, Indianapolis, Ind. 
‘Charles L. Clements Miami Beach, Fla. 
Ralph R. Crosby, Providence, R. I. 

Paul Endicott, Pomona, Calif: 

Ben H. Hazen, Portland, Oreg. 

Henry P. Irr, Baltimore, Md. 

Walter W. McAllister, Sr., San Antonio, Tex. 
Walter J. L. Ray, Detroit, Mich. 

George W. West, Sr., Altanta, Ga. 
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SUMMARY OF CONCLUSIONS 


The committee recommends the continuation of the basic relationship of the 
Federal Home Loan Bank Board and the Federal Savings and Loan Insurance 
Corporation, and against a separation of the two activities. The committee 
finds that the separation of the two activities would not be in the best interest 
of the Federal Government, the savings and home-owning public, or the savings 
and loan business. 

The committee recommends a substantial internal reorganization of the Fed- 
eral Home Loan Bank Board into four constituent divisions, each headed by a 
responsible highly-paid governor as follows: 

1. Federal Home Loan Bank System Division. 

2. Federal Savings and Loan Insurance Corporation Division. 
3. Federal Savings and Loan Division. 

4. Division of Supervision and Examination. 

This divisional setup, with adequate staff and a realistic budget, will per- 
m't the sound administration of the various activities, freeing the Board for 
its important high-level work of policymaking, judicial decisions, and liaison 
with other Administration agencies. 

An organization chart visually describing the proposed reorganization of the 
Board is reproduced on page 6. 

These changes would bring about needed and desired improvements in the 
following functions of the Board: 

1. Faster and improved handling of applications for branches. 

2. Faster and improved handling of applications for insurance of accounts. 

3. Faster and improved handling of applications for charters of new Federal 
associations. 

4. Improved development and more timely promulgation of regulations. 

5. Better liaison between the Federal Home Loan Bank Board, the regional 
Federal home loan banks and the member institutions. 

6. Better advance planning through economic research and improved statistical 
devices for meeting the credit needs of member institutions. 

7. Closer coordination and increased prestige of the Board in the fiscal and 
housing agencies of the Federal Government. 

8. More consistent and better coordinated supervision and examination of 
member institutions. 

In a word, the committee’s recommended reorganization looks forward to a 
Federal Home Loan Bank Board that will lead the savings and loan business 
to ever greater and sounder service to the Nation’s savers and homeowners. 
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STATEMENT OF THE PROBLEM 


The Federal Home Loan Bank Board was created by act of Congress by the 
Federal Home Loan Bank Act of 1932, originally, a five-man Board established 
as an independent agency of the Government and reporting directly to the Presi- 
dent and the Congress. 

In 1939 the Federal Home Loan Bank Board was placed, through an executive 
reorganization order, under the general supervision of the Federal Loan Agency. 

In 1942, under the terms of a Presidential reorganization order under the war 
powers of the President, the Federal Home Loan Bank Board was abolished 
and the Federal Home Loan Bank Administration was made a constituent agency 
of the wartime National Housing Agency. 
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In 1947 the Home Loan Bank Board was created as a three-man Board as a 
constituent agency of the Housing and Home Finance Agency by Reorganization 
Plan No. 3, proposed by the President to the Congress and made law by failure 
of Congress to disapprove. 

In 1955 the three-man Federal Home Loan Bank Board was made an inde- 
pendent agency of the Government, reporting directly to the Congress and to the 
President, by the provisions of the Housing Amendments of 1955. 

The Board, originally created to administer the Federal Home Loan Bank 
System, had its duties broadened by a series of congressional acts as follows: 

The Home Owners Loan Act of 1933 created the Home Owners Loan Corpora- 
tion, and the Federal Home Loan Bank Board was given the responsibility 
for operations of the Home Owners Loan Corporation. 

Section 5 of the same act provided for the chartering and operation of Federal 
savings and loan associations, and the Federal Home Loan Bank Board was given 
the responsibility for the chartering and supervision of Federal savings and loan 
associations. 

Title IV of the National Housing Act of 1934 created the Federal Savings and 
Loan Insurance Corporation and provided for the members of the Federal Home 
Loan Bank Board to be trustees of the Insurance Corporation and to administer 
the system of savings accounts in savings and loan associations, 

In 1951 the Home Owners Loan Corporation was liquidated and from that time 
on the functions of the Board have been exclusively in the savings and loan field; 
these functions are confined to its responsibility for the savings and loan system, 
the Federal Home Loan Bank System, and the Federal Savings and Loan Insur- 
ance Corporation. 

The General Accounting Office in its reports on the audits of the Federal Home 
Loan Bank Board in the years 1945 to 1949 recommended the separation of the 
Federal Savings and Loan Insurance Corporation from the Federal Home Loan 
Bank Board, favoring the creation of an independent Insurance Corporation. 
The reason stated in the reports of the General Accounting Office was as follows: 
“We believe that there is a serious question as to the desirability of permitting 
one agency to exercise the function of supervision of insurance underwriting, as 
well as the functions of promoting and chartering Federal savings and loan asso- 
ciations.” 

Little or no attention was given to this recommendation by the Congress, by 
the administration, or by the leadership in the savings and loan business, either 
through the United States League or any State league. The General Accounting 
Office made no mention of this question in its reports after 1949. 

The Second Hoover Commission, in its report on lending agencies, published 
in the early months of 1955, recommended, primarily at the insistence of Repre- 
sentative Chet Holifield, Democrat, of California, a member of the Commission, 
that no person serve both as member of the Federal Home Loan Bank Board and 
trustee of the Federal Savings and Loan Insurance Corporation. Again, little or 
no consideration was given to this matter by the Congress or by the savings and 
loan business. 

The desirability of an independent Insurance Corporation did not enter the 
discussions when Congress was considering the independence of the Federal 
Home Loan Bank Board, for which it enacted legislation in 1955. Both the 
Federal Home Loan Bank Board and the Housing and Home Finance Agen 
submitted statements to Congress opposing the recommendation of the Secon 
Hoover Commission when the House Committee on Government Operations 
reviewed the report in 1955. 

Presumably in response to the recommendation of the Hoover Commission, 
the President submitted Reorganization Plan No. 2 to the Congress on May 17, 
1956. Reorganization Plan No. 2, subsequently disapproved by the Congress on 
July 5, would have created the Federal Savings and Loan Insurance Corporation 
as an independent agency of the Government. 

The consideration of Reorganization Plan No. 2 by people in the savings and 
loan business and by the Members of Congress represented the first real study 
given to the broad question of the proper organization of the Federal agencies 
dealing with the savings and lean business. Prior to early summer 1956, little 
serious thought had been given to the need for a substantial reorganization of 
the Federal Home Loan Bank Board and its various operations, from the stand- 
point of (1) how the Board and the Insurance Corporation should be organized 
to serve best the interests of the savers and home owners of America; (2) how 
best it should be organized to provide adequate protection to the Government on 
its indirect liability in connection with the FSLIC; and (3) how best it could 
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serve the savings and loan business, over 95 percent of which is represented by 
institutions the accounts of which are insured by the FSLIC. 

The concentration of all responsibility for the interests of the Federal Gov- 
ernment with respect to the savings and loan business in one agency had seemed 
so logical and had worked so well that few, if any, people, prior to the report of 
the Second Hoover Commission, had given serious consideration to any alterna- 
tive. Few, if any, had pondered the possibility of some other alinement of these 
agencies within the administrative branch of the Government which would be 
more desirable than that provided by the various acts of Congress in the early 
1930's and by the Housing Amendments of 1955. 

However, in the cotrse of the discussions on Reorganization Plan No. 2 in 
Congress, promises were made by leaders of the United Savings and Loan League 
that the savings and loan business would study the whole question of the present 
organization of the Federal agencies dealing with the savings and loan business. 
Promises to this effect were made both to members of Congress and to members 
of the White House staff. 

After the rejection by Congress of the plan, President Dreier sent a letter 
to Sherman Adams, assistant to the President, reiterating this promise. Subse- 
quently, Senator Sparkman, chairman of the Housing Subcommittee of the 
Senate Banking and Currency Committee, announced that he was pursuing, 
on behalf of the Housing Subcommittee, a special study of this question in line 
with the commitment made in his testimony on Reorganization Plan No, 2 to 
the Committee on Government Operations of the United States Senate. In 
connection with his study, Senator Sparkman prepared an extensive question- 
naire Which was sent to various interested parties including the Bureau of the 
Budget, the Federal Home Loan Bank Board, every Federal home-loan bank 
and the United States Savings and Loan League. 

Called as a special committee to study this question on behalf of the United 
States Savings and Loan League, the past presidents of the league studied 
considerable material, all bearing on this question, including: 

1. A complete memorandum on the nature of commercial bank supervision 
and the operations of the three agencies of the Federal Government responsible 
for the operation and supervision of commercial banks, namely, the Office of 
the Comptroller of the Currency, the Federal Deposit Insurance Corporation, 
and the Board of Governors of the Federal Reserve System. 

2. Organization of the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation, including a description of the duties 
of each division and section of the Board and the Insurance Corporation. 

3. The procedure of the Federal Home Loan Bank Board and the Board staff 
in handling associations’ applications for various purposes and other questions 
that come to the Board for decision. 

4. The reports on the audit of the Board and the Insurance Corporation by the 
General Accounting Office. 

5. The complete hearings before the House and Senate Committee on Govern- 
ment Operations on Reorganization Plan No. 2. 

6. Other data and material bearing on the broad question. 

The committee engaged as its expert consultant Mr. Preston Delano, for many 
years Comptroller of the Currency, in which position he had the responsibility 
for the chartering and supervision of the national banks. Prior to his being 
Comptroller of the Currency, Mr. Delano was manager of the Home Owners’ 
Loan Corporation and Governor of the Federal Home Loan Bank System within 
the Federal Home Loan Bank Board. 

At a 2-day meeting in Washington on this question, the committee visited 
with the Director of the Bureau of the Budget with 3 members of his staff, and 
with Jack Carter, of the staff of the Senate Banking and Currency Committee. 
The committee was honored at luncheon by brief addresses by Senator Sparkman, 
Board Chairman Robertson, and Board Member Hallahan. At this meeting the 
committee heard from and questioned closely Mr. Delano. 

At the conclusion of this 2-day meeting in Washington, the committee prepared 
replies on behalf of the league to the questionnaire received from Senator 
Sparkman, 


PRIMARY PURPOSES OF THE FEDERAL HOME LOAN BANK BOARD AND THE FEDERAL SAY- 
INGS AND LOAN INSURANCE CORPORATION UNDER EXISTING LAW 


Basic to the consideration of any question of the proper organization of the 
agencies is the consideration of the primary purposes or functions of these 
a and the extent to Which the two agencies have the same or duplicating 
functions. 





S86 FHLBB AND FSLIC—STUDY OF RELATIONSHIPS 


It is quite clear that the primary purpose of both the Federal home-loan bank 
and the Federal Savings and Loan Insurance Corporation is to enable savings 
and loan institutions to make their maximum contribution to their respective 
communities and to the national economy. Therefore, an accurate statement 
of the purpose of these two instrumentalities requires some analysis of the ob- 
jectives of the savings and loan institutions themselves. 

It is commonly accepted that a savings and loan association has two purposes: 
(1) To provide a dependable system of mortgage credit for those who wish to 
buy, build, or remodel their homes; and (2) to create and maintain a_ safe 
repository and profitable employment for the savings of the general public. 
By carrying out these specific assignments, savings and loan associations serve 
the broader general purpose of furthering debt-free homeownership and of in- 
creasing the sum total of savings in the community and the Nation; they thus 
ultimately serve the individual as well as the community by bolstering his self- 
reliance and enhancing his economic status. 

The Federal Home Loan Bank Board and the Federal Savings and Loan In- 
surance Corporation have contributed to the effectiveness of savings and loan 
asSociations in pursuing these objectives for more than 20 years. The Board, 
through its several activities—the Federal Savings and Loan Insurance Corpora- 
tion, the Federal Home Loan Bank System, the Federal Savings and Loan Sys- 
tem—has fostered higher standards of effectiveness on the part of the manage- 
ment of these institutions and has been engaged in a continuous endeavor to 
help the associations meet those standards. These instrumentalities seek to en- 
courage the development of a savings and loan system where safety for the Saver 
is unquestioned and availability of home-mortgage money is sufficient to meet the 
bona fide home-credit demand in each community. 

It should be noted that the operations of the Board and the Insurance Corpo- 
ration are completely self-supporting. The Board exists by assessing its entire 
cost of operation against the institutions dealt with, and the Insurance Corpora- 
tion operates on its premiums and other earnings, and, of course, all of such cost 
falls finally upon the savers and borrowers who are served by these institutions. 
The Congress authorizes the amount of administrative expense to be incurred, 
but there is no appropriation of tax money for expense in Washington or in 
the field. 


The committee feels that these primary purposes, as just stated, are proper 
and that the FHLB Board and the FSLIC should continue to have as their main 
objective helping savings and loan associations make the maximum contribution 
to their respective communities, 


PRESENT FUNCTIONS AND RELATIONSHIPS OF THE FHLB BOARD AND FSLIC 


Also basic to any consideration of the proper organization of these Federal 
agencies is a thorough understanding of the precise duties of the FHLB Board 
with respect to the various operations under its direction and the extent to which 
its various operations are interrelated. There follows, then, a statement of the 
present functions and relationships of the Board and the Insurance Corporation. 

The Federal Home Loan Bank Board directs or supervises the three major 
activities through which the Federal Government seeks to strengthen the 
Nation’s savings and loan system: The Federal Home Loan Bank System, the 
Federal Savings and Loan System, and the Federal Savings and Loan Insurance 
Corporation. Thus, as the league understands it, the functions of the Board 
are many and varied. These functions include acting as the board of trustees 
for the Federal Savings and Loan Insurance Corporation and the executive 
direction of the Corporation. All of the Board’s functions are connected with 
assistance to the savings and loan institutions and through them to the borrowers 
and the savers in the associations. In a certain sense, the functions of the 
Insurance Corporation are functions of the Board, but by no means all of the 
functions of the Board are likewise functions of the Corporation. 


SHORTCOMINGS IN THE OPERATIONS OF THE FHLB BOARD IN RECENT YEARS 


While the basic organization of the Federal Home Loan Bank Board, including 
the FSLIC, was free from any serious challenge prior to May of 1956 (except 
for the reports of the General Accounting Office and the recommendation of the 
Second Hoover Commission for separation of the FSLIC, which recommendation 
was without any documentation or support in the report or in the task force re- 
port), the operations of the Federal Home Loan Bank Board have not been with- 
out criticism. This criticism has primarily been from the business itself. and has 
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been directed largely to the internal functioning of the Board and primarily to 
administrative questions. The business has felt that, aside from the question of 
the relationship of the FSLIC to the FHLB Board, there has been room for im- 
provement in the manner in which a number of the Board’s activities have been 
earried on. 

An analysis of some of the shortcomings of the Board’s operations follows: 


1. Chartering of new Federal associations 


The Board appears to have established a reasonable balance in the chartering 
of new Federal associations in most instances, neither unduly encouraging the 
formation of new associations, nor placing any undue restraint on their estab- 
lishment. However, there has been undue delay in reaching decisions. 

Under this committee’s recommended internal reorganization, the Board would 
be relieved of much of the detail of processing applications for charters of new 
Federal associations, and would have an adequate staff to make the necessary field 
investigations which relate to the need and the probability of success of the 
application for a new institution. We believe this will result in more prompt 
action in this area. 

Consistent with the intent of Congress in enacting the law to provide savings- 
and-loan and home-financing services in all areas of the country, this committee 
recommends that somewhat greater liberality might well be exercised in the 
granting of charters and branches in the smaller towns and cities and areas not 
now adequately served, and that perhaps greater restriction should be applied 
in the areas now adequately served by savings and home-financing institutions. 


2. Establishment of branch offices 


Here again there is adequate protective mechanism to insure that branches 
are established only under conditions serving the public interest; but there is 
weakness in actual practice. The defect in the handling of branch-office applica- 
tions has been that the Board has been unduly slow in reaching decisions. This 
is particularly important because of the fact that State-chartered savings and 
loan associations in most States can apply for and receive permission to operate 
a branch even without the necessity of a public hearing, and usually receive a 
very prompt decision on the application for a branch. In the case of branches 
of Federal institutions, many institutions have waited month after month for a 
dlecision after the entire hearing has been completed. Such delay can be costly 
and inconvenient, as it is frequently necessary to take options on office locations. 
While it is desirable that a thorough investigation be made, we are convinced 
that during much of the time that the institution is waiting for the decision the 
matter is simply gathering dust at the Board, and the delay is not due to cone 
tinuous work, investigation, or consideration of the branch. 


3. Formulation and promulgation of regulations, legal opinions, and Board 
decisions 

In view of the relatively short and broad statutes governing savings and loan 
associations, regulations are of unusual importance and the Board has ex- 
tremely wide authority to issue regulations. There is substantial room for 
improvement in the formulation and promulgation of regulations, legal opinions, 
and Board decisions. All too frequently the Board has officially proposed a 
regulation and has then failed to act on it for many months, or even years. This 
causes a state of confusion in the industry, since the individual institutions 
have no way of knowing when, if ever, the regulation will be placed in effect 
officially. To cite an example, a complete revision of the regulation governing 
allocations to reserves was proposed in 1954. Every 6 months thereafter asso- 
ciations faced the dilemma as to whether to base their reserve allocation on the 
then existing regulation or on the then proposed regulation. This uncertainty 
eontinued for 2 years, until finally a substantially different regulation was 
officially promulgated. At the present date regulations affecting brokers, pension 
plans, conversions, and loan commitments have been pending for 8 morths, 
neither promulgated nor withdrawn. The Board should either promulgate or 
withdraw proposed regulations.within 6 months, 

To date the legal opinions and Board decisions have not been generally pub- 
lished or made available for publication. It is recommended that such legal 
opinions and decisions of general interest to the business concerned should be 
published or made available for publication. 


4. Processing applications for insurance 


Here again we have a system that is basically satisfactory but is marked by 
undue delay in decision. Since the applicants are in most cases existing institu- 





SS FHLBB AND FSLIC—STUDY OF RELATIONSHIPS 


tions, it should require at the most a few months to pass judgment on the applica- 
tion. 

There is a second point with respect to applications for insurance which merits 
attention. The Board requires applicants for insurance to agree to provisions 
which do not apply to associations already insured. Some of these, such as allo- 
cations to reserves, relate to safety and hence appear to be a reasonable exercise 
of authority. Other conditions, such as the makeup of the board of directors 
and maintenance of separate offices, do not appear to be related to safety and are 
of questionable legality. 

Conditions for insurance of accounts should be alike for all associations. 
Conditions ought not to be imposed upon applicants which would require com- 
mitments on questions which are legally questions for future boards of directors 
elected by the members. 


5. (a) Liaison between the Board and the regional banks 


The liaison now appears to be insufficient with the bank officers and the Federal 
Home Loan Bank Board meeting only 2 or 3 times a year, even in time of major 
problems such as the period of tight credit in the fall of 1955. Furthermore, 
that tight credit experience demonstrated inadequate communication in that the 
bank board was insufficiently aware of the probable credit requirements of the 
regional banks. Another liaison defect which now appears to have been cor- 
rected was a tendency by the Federal Home Loan Bank Board to issue public 
statements without giving advance notice to the regional banks. 

Specifically, recommendations of the league’s special committee to study the 
Federal Home Loan Bank System also relate to the question of improved liaison 
between the Board and the banks. In this connection the recommended reor- 
ganization of the Board might be expected to provide substantial remedy for 
difficulties which have existed in this area. 


(b) Liaison between regional banks and member institutions 


In view of the fact that the Federal Home Loan Bank Board has not always 
sufficiently informed the regional banks and has not required regional banks to 
telay information to member institutions, there have been instances where the 
member institutions learned of important Federal Home Loan Bank Board 
developments by “reading the newspaper.” 

Some of the institutions properly complained as follows: “As the holder of 
stock in the bank we are entitled to direct notification of major credit policy 
decisions without having to read it in the paper.” 


6. Present supervisory procedures both with respect to FHLB Board and regional 
banks 


In general, supervision in the savings and loan system has been as good or better 
than in other financial systems. There have been variations between districts 
which need to be corrected, as there are too.many instances where an institution 
in one area is criticized for a practice which has been repeatedly approved in 
another area. The Board also has made insufficient use of its present statutory 
authority to enforce supervisory orders. The law was amended in 1954 to 
specifically provide for imme‘liate steps in enforcing supervisory orders. 

The Board should review its practices with respect to the examination and 
supervision of State-chartered associations, particularly with respect to its agree- 
ments with the State supervisory authorities, to make certain that examination 
and supervisory procedures are completely adequate. We understand that sub- 
stantial progress has been made in this direction in the past 2 years and par- 
ticularly in the last several months. 

The Federal Savings and Loan Insurance Corporation should receive copies 
of all examination reports. The Corporation should provide adequate machinery 
for examination of these reports and supervisory communications and an ade- 
quate followup with authority to take supervisory questions direct to the Federal 
Home Loan Bank Board when such cases require Board action. 

7. Operation of the Federal Home Loan Bank System 

The experiences of the late summer and fall of 1955 indicated that the Boa 
had not given adequate study to the operati 
System in terms of advance planning for shifts in the availability 
the money market, in methods by which the Bank 0 
stabilization of the real-estate economy 
in the coordination of its programs wi er { 
ernment dealing with credit. In part, the shortcomings 
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the Bank System that developed arose from the fact that prior to July 1955 when 
the Board became an independent agency of the Government, the Board was 
a constituent agency of the Housing and Home Finance Agency and not so free 
to consult with other agencies of the Government as it was subsequent to its 
being made an independent agency of the Government. The basic cause, however, 
of the problems that developed was the fact that the Board did not have a iequate 
research, analysis, and economic forecasting. Because the Board did not have 
a research department collecting statistics, it has not had the benefit of highly 
qualified economic studies and the continuous analysis and interpretation of 
factors affecting savings and the home mortgage volume and the forecasting 
of the demand for funds from the regional home-loan banks. 

The Bank System also suffered from the lack of a critical examination and 
review of its functions and program such as was made by the special committee 
of the United States Savings and Loan League te study the Federal Home Lean 
Bank System, the report of which was complete in September of this year. 

In the past year the coordination and cooperation between the Bank Board 
and other Government agencies has shown very marked improvement. 


THE ADMINISTRATIVE PROBLEMS 


It is reasonably clear that one of the problems in the operation of the Federal 
Home Loan Bank Board has been that of personnel. The savings and loan busi- 
ness has grown from $10 billion to $40 billion in the last 10 years. It should be 
obvious that the task of adequately supervising a rapidly expanding $40 billion 
business is substantially greater than that of dealing with a $10 billion business. 
Yet, during that period the number of the employees of the Board had dropped 
from 167 to 164. To put it another way, the number of Federal Home Loan Bank 
Board employees per billion dollars of savings and loan assets has dropped from 
16 to 4. 

Obviously the inadequacy of personnel stems primarily from an inadequate 
budget. The budget problem is twofold. In the first place, the Federal Home 
Loan Bank Board has for a number of years prided itself on presenting a “tight” 
budget. While there is always justifiable pride in economy, it appears, at least 
in hindsight, that this attitude was “overdone.” In the second place, as with 
all Government agencies, the tendency of the Bureau of the Budget and the Con- 
gress is to base each budget on the previous year’s budget, with only minor adjust- 
ments. At no time has the Board presented, nor the Budget Bureau requested, 
a “true” budget, that is, a budget based on actual needs rather than mere adjust- 
ment of previous budgets. 

In the past it seems that the members of the Federal Home Loan Bank Board 
have been too much involved in administrative detail. Ideally, the Board should 
function as a Board devoting its attention to policy matters and making the 
necessary semilegislative and judicial decisions that it must by law make (i e., 


promulgating regulations, granting branches and charters, making final decisions 
on supervisory matters, etc.). 


REASONS GIVEN BY ADMINISTRATION AGENCIES FOR RECOMMENDING SEPARATE FSLIC 


Basically the stated reasons. for having the Insurance Corporation separated 
from the FHLB Board and existing as an independent agency revolve around 
the following arguments: 


1. It is argued that there exists a “basic conflict of interest between the char- 
tering function and the insurance function” 


This argument is well expressed in the statement that an insurance company 
does not assign to its salesmen the job of performing the medical examinations. 
The thought is that there is a conflict of interest between the promotion of the 
pei ant and Loan System and the minimizing of risks to the Insurance 

rporation. 

The President, in his transmittal of Reorganization Plan No. 2 to the Congress, 
and the Director of the Bureau of the Budget, in his testimony to the Committee 
on Government Operations of the House of Representatives, made it clear that 
the Federal Government generally, and the Treasury Department specifically, 
have an interest in the operation of the FSLIC because of the indirect or implied 
liability of the Treasury for the insurance on the now approximately $30 billion 
in insured savings and loan associations. The President made the following 
statement in his transmittal: “{ believe that the reorganizations made by the 
Reorganization Plan No. 2 of 1956 will in the long run tend to reduce expenditures 
of the Government by reason of the more effective protection of the Government’s 
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large financial interest in the affairs of the Federal Savings and Loan Insurance 
Corporation and of the institutions insured by the Corporation.” 

The Director of the Bureau of the Budget made this statement in his testi- 
mony: “It would appear to be a simple act of prudence to relieve the officials 
charged with responsibility for the soundness of the insurance program from 
other important and possibly conflicting responsibilities. * * * The purpose of 
the plan is to improve the management of the Federal Savings and Loan Insur- 
ance Corporation and to provide for better execution of the laws relating to 
insurance of share accounts by vesting management of the Corporation in a 
separate board of trustees with no conflicting responsibility.” 

Comment on the “conflict of interest” argument.—lIt is significant to note that 
in the few years following the passage of the Home Owners Loan Act of 1933: 
the Board was given the responsibility of chartering Federal savings and loan 
associations. The Board had an active program for the promotion of Federal 
savings and loan associations. About 1940, however, the Federal Savings and 
Loan Division was substantially reduced in size and the men employed in the 
promotion of new charters and those assisting in chartering Federal associations 
were placed elsewhere. Particularly in the last 10 years the Board has done 
little or no promotion of new charters. The number of new federally chartered 
institutions has been very small, as indicated in the following tabulation: 


New Federals organized 


Number 


1956 (first 6 months) —...._-__---_~~ 24 


Thus in the early days of the Federal Savings and Loan System there might 
have been some basis for a charge that the Board acted as a promotional 
agency while at the same time responsible for insurance of accounts. In recent 
years, however, the Board has done little or no “promotion.” Actually its 
policies and administrative procedures for handling applications for new charters 
have been in the direction of making it very difficult for a group to receive a 
new Federal charter. In most cases this policy is probably appropriate because 
most areas of the country now have adequate savings and loan association 
facilities. 

It is well known that one of the causes in the breakdown in the commercial 
banking and savings and loan fields in the late 1920’s was the existence in the 
field of too many institutions. 

It is further pointed out that a more effective argument can be made for the 
System’s having the same group of men who have the responsibility for charter- 
ing new institutions also responsible for their eventual conduct and result. It is 
best to have one authority responsible for chartering, examination, supervision, 
and payoff of insurance of accounts because those responsible for the chartering 
of the organizations know that, if their judgment in the chartering proves faulty, 
they must also bear the responsibility and the headaches created by the losses 
which result from unwise granting of new charters. 

It might also be pointed out that while in a typical insurance operation insur- 
ance salesmen do not give the medical examinations, the entire operation is 
supervised by a single board of directors who have the ultimate responsibility 
both for the promotion side and the underwriting side of the business. In insur- 
ance companies the promotion and the underwriting are clearly separated into 
two distinct departments, which are in turn coordinated as to policies and opera- 
tion by a single policy making board. 


2. It is argued that the separation of the Insurance Corporation would create a 
setup similar to that in the commercial banking field with an independent 
Federal Deposit Insurance Corporation which has worked most satisfactorily 

As is well known, the FDIC is an independent agency directed by three men. 
The law provides that one of them must be the Comptroller of the Currency 
and this is the man who has the responsibility for the chartering and supervision 
of national banks. It is quite evident that this arrangement has worked to the 
zxeneral satisfaction of the commercial banking fraternity, as the somewhat 
different setup for the savings and loan business has worked to the satisfaction of 
the savings and loan business. The Bureau of the Budget has made comparisons 
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between the reserves of the FDIC in relation to its insured liability and those of 
the FSLIC in relation to its insured liability. At the present time this comparison 
is slightly unfavorable to the FSLIC. 

Comment on “comparison with banking” argument.—It must be recognized 
that the savings and loan business has had a much more rapid growth than 
the commercial banking system. There is no evidence, however, that the more 
rapid growth of the savings and loan business compared with the banking system 
can be attributed to policies pursued by the FHLB Board on the one hand or the 
FDIC on the other. The growth of the savings and loan business was necessary 
in view of the tremendous housing shortage following World War II and the 
consequent need for rapid growth of institutions which invest in home mortgage 
loans. All of the housing policies of the Congress and the administration for 10 
years have been directed to increasing the flow of mortgage funds. 


Number of new insured savings and loan associations 


| 


| State Federally 
Total | chartered | chartered ! 





955 ; 
1058 (Rant. memthR) 6st nn <p ngitne dee iinns=-Stieess conann ae } 





1 Includes associations converted to a Federal charter from a State charter as well as newly organized 
Federal associations. 


The operation of the FDIC as an independent agency has required very careful 
coordination of this activity with those of the Office of the Comptroller of the 
Currency and the Board of Governors of the Federal Reserve System which has 
the responsibility for examining and supervising State banks in the membership of 
the Federal Reserve System. At times there have been differences of opinion be- 
tween the three bank supervisory agencies which have required time to adjust and 
resolve. Frequently these differences have resulted in compromises which may 
not have been wise. The recent difficulties in Illinois indicate that the banking 
agency setup in the Federal Government is no guarantee against improper 
activity and financial abuse. 

In the various discussions surrounding this whole question, there has been 
little or no specific evidence that the independent setup of the FDIC makes for an 
inherently better insuring operation or better supervision. 


3. It is argued that an independent Insurance Corporation would help promote 
and protect the dual system of charters 


The point has been made by some proponents of the separation of the Insur- 
ance Corporation that this move would strengthen the dual system of charters 
in the savings and loan business. These persons contend that the Federal Home 
Loan Bank Board is primarily concerned with promotion of the Federal system 
and that there should be an equal agency to be concerned primarily with the 
welfare of State-chartered institutions. It is recognized that some find this one 
of the advantages of the independent FDIC over the FSLIC. 

Comment on the “dual system” argument.—lit is true that the Federal Home 
Loan Bank Board has the responsibility for the laws and regulations under which 
Federal associations operate and that it proposes to Congress changes in the laws 
with respect to the powers of federally chartered institutions whereas the State- 
chartered associations get their powers essentially from the State legislatures. 
In this connection, however, it is significant to review the facts as to the number 
of newly chartered Federal associations in comparison with the State-chartered 
associations which have received insurance of accounts, granting of account 
insurance being in many respects in this day of deposit and account insurance 
ae the same as granting a charter. The record for the past 54% years 
ollows: 

It should be noted that many more newly chartered State institutions have 
been granted insurance of accounts than newly chartered Federal institutions 
which have automatically received insurance of accounts. Thus the past his- 
tory of the operations of the Board certainly offers no proof of a bias toward 
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federally chartered associations in the “competition” between the two systems, 
at least insofar as new insurance of accounts is concerned. 


». Lt is argued that an independent Insurance Corporation would assure better 
supervision 

The concept that there would be better supervision with an independent Insur- 
ance Corporation implies that the Insurance Corporation would have responsi- 
bility for the examining and supervision of all insured institutions. Such was 
not provided by the terms of Reorganization Plan No. 2. The method of han- 
dling examination and supervision under the terms of the plan were left to be 
worked out essentially by the Bureau of the Budget. It is understood, however, 
that the personnel in the Bureau of the Budget felt there had. been shortcomings 
in the examination and supervision routines of the Board. Similarly, it is 
argued that a check and balance is provided by having two agencies and that 
there is less chance of arbitrary or heavy-handed attitudes than in the case of a 
single agency. 

Comment on “better supervision” argument.—It is hard to see why a different 
Board, composed of different men, appointed by the President and confirmed by 
the Senate, would exercise better supervision than the members of the Federal 
Home Loan Bank Board, also appointed by the President and confirmed by the 
Senate, and also charged with the responsibility for adequate and proper exami- 
nation and supervision of all insured institutions. Of course, the members of the 
FHLB Board do have substantial other time-consuming responsibilities and thus 
they cannot give the supervisory phase of their responsibilities their total 
attention. 

The question of adequacy of time, it seems, is essentially one of administration 
and the employment of capable executives under the Board to handle supervision 
and to bring to the Board the questions of policy and problem cases. The mere 
fact of a substantial responsibility is not sufficient argument for the separation 
of functions. The Federal Government abounds in cases where one man has 
many heavy major responsibilities such as the Secretary of Defense, the Secre- 
tary of State, and the Secretary of the Treasury. Also there are countless exam- 
ples in business where a man or men have responsibilities for many vital func- 
tions. These are handled by proper administrative organization, the employment 
of and supervision by capable executives, and the development of administrative 
procedures. 

Basically, the savings and loan people have felt that the protection against 
dictatorial and arbitrary methods and decisions on the part of the agencies re- 
sponsible for the savings and loan business is provided by having a Board com- 
posed of three men ag against a single administrator. The fact that at least 
2 or 3 men must agree in all Board decisions as against only 1 man with authority 
to make decisions, provides a protection against arbitrary administrative actions. 
Furthermore, aggrieved parties may appeal to the court (and they have); and 


as a practical matter, major abuse of power can and would be corrected by con- 
gressional action. 


REASONS FOR RETAINING THE INSURANCE CORPORATION UNDER THE FHLB BOARD 


In addition to the fact that the arguments for a separate Federal Savings and 
Loan Insurance Corporation can be effectively answered and rejected, there 
exist a number of positive reasons for continuing the present relationship. 


1. It is wise to have the responsibility for chartering, examining, and supervision 
of insurance in one agency. 

Rather than there being conflicts of interest in the chartering, supervision, and 
insuring of savings and loan associations, it is wise for the same men who have 
the responsibility for chartering also to have the responsibility for supervising 
the institutions and administering the system of insurance of accounts. It is a 
wholesome thing and in the public interest for the people in the government 
responsible for the chartering of the institution to know at every step in the 
process that mistakes they may make in the program for which they are re- 
sponsible will also give them the responsibility for the “salvage” ern in- 
cluding paying off the savers whose money is at risk and shouldering blame 
for insurance losses. If an agency separate from the insuring cy had the 
responsibility for ae institutions, it could grant ie bat Oe arts less aoenmnty 
for the ultimate succes the institution that if it also had responsiblity 
for insurance losses. In short, it is believed that the = th superv'sion 
of the institutions would be more carefully handled if the responsible 
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for chartering the institutions also has the responsibility for the proper conduct 
of the insuring operation. 


2. Confusion and conflict between agencies would result 

If there were two independent agencies of the Federal Government substan- 
tial confusion would result. To avert such confusion a great deal of coordi- 
nation and meeting of the minds would be required and would net the same 
result as if one Board had responsibility for all phases of the business as at 
present. 

For example, since all Federal associations must have insurance of accounts 
if the Board had the power to charter Federal savings and loan associations 
it would have to consult the Insurance Corporation closely on all aspects of 
chartering and the two arrive at a complete meeting of the minds on policies 
and procedures with respect to new charters, or the Insurance Corporation would 
have no control over its risks. More important, however, the two-agency plan 
would involve savings and loan associations, particularly federally chartered 
institutions, with possible conflicting regulations and directions. Again, this 
problem could be averted only by a complete meeting of the minds between the 
Board and the Insurance Corporation, in which case, again, there would be 
no point in having separate agencies. 

In this connection it should be borne in mind that when the statute creating 
the FSLIC was passed by Congress, it was contemplated that the Insurance 
Yorporation would be managed by the same group of men who were responsible 
for the Federal Savings and Loan System; thus in some cases the authority given 
in the regulation of insured institutions could conflict with the authority given 
to the Federal Home Loan Bank Board, but no problem arises as long as the 
same Board administers both operations. However, if separate Boards ad- 
ministered the two agencies, it is quite conceivable that the two agencies would 
be passing conflicting regulations on the same subject. Substantial red tape, 
delays, and agency buckpassing could easily result. 


3. Costs and delays would result 


Separating the Insurance Corporation would involve having two agencies 
of the Government performing many conflicting functions. There would have 
to be entirely parallel staffs covering such matters as legal, examination, super- 
vision, statistics and research, information and the like. Almost every applica- 
tion for a charter or for a branch and many other questions would have to be 
processed, perhaps both in the field and in Washington, by two different staffs and 
passed on by two different Boards. In addition, the costs of the two operations 
which would be involved if the Insurance Corporation were separated from 
the Board would be in the neighborhood of $1 million per year—at least 50 percent 
more than under the present arrangement. A major portion of such increase 
would have to take place promptly, but in the manner of all bureaucracy the 
increase would continue with the two organizations instead of one. 

It would appear that the present arrangement has been eminently satisfactory 
in the past 22 years, since the Board has had the responsibility for the Federal 
Savings and Loan System and the Insurance Corporation in addition to the 
responsibility first given it by Congress, namely, the Federal Home Loan Bank 
System. 

A high level of public confidence in the savings and loan business has been 
created, as witness the record growth of savings and loan associations from 
$10 billion to $40 billion in the last decade and by the constantly increasing 
proportion of savings of the American people entrusted to these institutions. 


RECOM MENDATIONS 


The United States Savings and Loan League recommends the reorganization 
of the Federal Home Loan Bank Board and the Federal Savings and Loan 
Insurance Corporation, as shown on the attached chart and as described below. 
This proposal represents a substantial change, improvement, and strengthening 
in the internal organization of the Federal Home Loan Bank Board. Basically 
it calls for four separate divisions, each headed by a strong executive with the 
title of governor, reporting directly to the Board. Such arrangement would 
immeasurably strengthen the administrative work of the Board as well as free 
the three members of the Bcard for policy decisions. The Board would retain 
its ultimate authority and would prescribe rules for the conduct of these divisions, 
but it would be freed of the daily administration of these activities. 


85759-—_57——-7 
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The four divisions would be: 


1. Federal Home Loan Bank System 


The head of this division would be responsible for the administration for the 
Board of the Federal Home Loan Bank System, including supervision of the 
11 regional banks, issuance of obligations and development of policy for Board 
decisions and the carying out of such Board policies. 


2. Federal Savings and Loan Insurance Corporation 


The Governor of the Federal Savings and Loan Insurance Corporation would 
be the chief executive officer of the Corporation under the Board, with responsi- 
bility for the determination as to applications for insurance of accounts, under- 
writing, rehabilitation and handling of defaulted institutions, and fiscal duties 
of the Corporation. The Governor of the Insurance Corporation should receive 
copies of all examination reports and all supervisory communications. The 
Governor, as the chief executive officer, would be authorized to take any action 
that may be necessary in connection with an insured institution subject, of course, 
to policies as determined by the Board. In connection with policies and decisions 
affectng the Insurance Corporation the Board should maintain separate minutes 
and should act specifically as the trustees of the Insurance Corporation. 


8. Federal Savings and Loan System 


This department would administer the Federal Savings and Loan System and 
would conduct hearings and investigations relative to the chartering of new 
Federal associations and establishment of branch offices and other hearings 
involving Federal associations. The decision of the governor of this division 
would be presented to the Board when Board action is required. 


4. Supervision and examination 


This department would have a section of examination to make examinations 
and, if necessary, audits, as frequently as may be required, and report all of 
the facts to the governor of the division. It would also have a section of super- 
vision with regional supervisors and necessary assistants in the field to enforce 
the law and regulations and to make the necessary investigation in connection 
with applications. A copy of all examinations and all supervisory reports should 
pve furnished to the Insurance Corporation. 

This four division arrangement, particularly with the Federal Savings and 
Loan Division having responsibility for the chartering of Federal associations 
and a separate division, the Insurance Corporation, having responsibility for 
underwriting and processing insurance claims, provides under the Federal Home 
Loan Bank Board an organizational structure typical of an insurance company 
which has its sales division on the one hand and the underwriting division on 
the other hand, both reporting to the same Board—in an insurance company the 
board of directors or trustees—and in this case the Federal Home Loan Bank 
Board. This, in our opinion, substantially accomplishes the objective stated in 
President Eisenhower’s Reorganization Plan No. 2 of separating the “promotion 
of savings and loan associations” from the “underwriting of risk,” but provides, 
in our opinion, a more practical means of coordination than provided in Reorgani- 
zation Plan No. 2. It should be noted in this connection that the objectives of 
the Bank Board and the Insurance Corporation, namely, to enable savings and 
loan associations to make their maximum contribution to their communities 
and the national economy, are the same, and therefore it is logical that the 
various functions now performed by the Board be maintained under the single 
Board. 

In addition to the four executive divisions as outlined above, there would be 
four or more service departments as follows: (1) Legal department; (2) infor- 
mation office; (3) auditing department; (4) economics division, which includes 
statistical and research. 

In dealing with the savings of about 15 million people and $40 billion, a chief 
concern of the Board must be with high grade executive personnel. For this 
reason the governors’ positions mentioned above should be established by law 
and salaries in the neighborhood of $20,000 per annum should be provided. 

An earlier report of the United States League set forth a broad program for 
the improvement and enlargement of the Federal Home Loan Bank System, 
particularly as a source of additional home financing credit to the Nation. Inso- 
far as this report is translated into actual being, the Federal Home Loan Bank 
presidents will have greatly enla responsibilities in the credit and banking 
field. This suggests that they may be unable to continue satisfactorily their 
present duty as regional supervisory agents for the Federal Home Loan Bank 
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Board. Accordingly, serious consideration should be given now to the develop- 
ment and training of regional supervisors and assistants who can at some later 
date assume the responsibilities of supervisory representatives for the Board 
in the various bank districts. These men, when trained and employed, would 
be employed by the Board and report to the governor of the supervision division, 

It should be noted that in the examination and supervision of state bank 
members of the Federal Reserve System, the Federal Reserve Board uses an 
officer of the various Federal Reserve banks as its supervisors. The Home Loan 
Bank Board has followed a similar practice which, as in the commercial banking 
field, has been in general satisfactory. The United States League feels, how- 
ever, that the time will come when it will be preferable to have district super- 
visors indepenvent of the Federal home loan banks but that such district super- 
visors should not be used until an adequate force of men trained and able to 
assume positions of responsibility are available, and unless these positions can 
command salaries adequate to assure the retention of men of good judgment and 
experience comparable to that of the present bank presidents. 

With high grade executive direction under it, the Board will be relieved of much 
of the present detail and will have an opportunity to meet regularly and promptly 
to decide the legislative, judicial, and executive questions which it must consider. 

We recommend that the Board present a “fresh, true” budget which would 
provide adequate personnel and expense allowance to enable the Board to efficient- 
ly and effectively carry out its function. This budget should make provisions for 
the establishment of a division of economics which would include a greatly en- 
larged statistical and research function. 

We recommend that the reorganized Board place particular emphasis on im- 
proving the following services. (The Board should strive even within the present 
limitations to make appropriate improvements. ) 

1. Chartering of new associations, granting of branches, and acting on insur- 
ance applications should be expedited. The Board should be able to process and 
reach a decision within 3 months on the majority of such applications; and sel- 
dom, if ever, should 6 months be required before a firm decision is rendered. 

2. The Board should promulgate or withdraw proposed regulations within a 
reasonable time after their original proposal. With informal advance consulta- 
tion with industry leaders and with the 30-day waiting period and public hearings, 
the Board should be able to reach a decision within 2 or 3 months after hearing. 
If no decision can be reached within 6 months after original proposal, the Board 
should withdraw the proposal and relieve the industry and other interested 
parties from a prolonged state of uncertainty. 

83. An improved liaison between the Federal Home Loan Bank Board, the re- 
gional Federal home loan banks and member institutions. The Federal home 
loan bank presidents should meet with the Board more frequently, at least 4 to 6 
times a year. In times of special problems it should be possible to arrange meet- 
ings of the bank presidents in a matter of a few days. Important Board policy 
determinations should be communicated to the banks and to the member institu- 
tions before being announced to the public press. 

4. The Board should strive through economic research and improved statistical 
devices to better anticipate and predict the credit needs of member institutions. 
Much more rapid tabulation of existing reports is an obvious first step toward 
this improved forecast. The Board should maintain continuous estimates of 
trends in loan volume, savings receipts, and other key barometers of activity. 

5. The Board should establish and maintain close liaison with the White House 
and other administration agencies dealing with credit and housing. The Board 
has no more important function than representing the savings and loan business 
in high circles of the Federal Government. This will not only enable the Board 
to continuously relate savings and lean policies to the overall fiscal and housing 
policies of the Federal Government, but will increase the prestige and contribu- 
tion of the business. 

6. The Board should consistently strive to strengthen and improve the super- 
vision and examination of institutions. Supervisory practices should be uniform 
throughout the country and there should be adequate high-level, well-trained 
supervisory personnel. 


Senator Sparkman. Mr. Robert L. McCormick, representing the 
Citizens Committee for the Hoover Report. Will you come around, 


please? Mr. McCormick, you have a prepared statement. You may 
proceed in your own way. 
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STATEMENT OF ROBERT L. McCORMICK, RESEARCH CONSULTANT, 
CITIZENS COMMITTEE FOR THE HOOVER REPORT 


Mr. McCormick. Yes, sir. Mr. Chairman, the bipartisan Citizens 
Committee for the Hoover Report, of which I am research consultant, 
appreciates very much your subcommittee’s invitation to appear today 
to discuss the relationships between the Home Loan Bank Board and 
the Federal Savings and Loan Insurance Corporation. 

The Hoover Commission recommended in its report on lending 
agencies— 

That no person be permitted to serve as a member of the Home Loan Bank Board 
and the Savings and Loan Insurance Corporation at the same time. 

This recommendation was almost unique in that it was a unanimous 
recommendation of the 12-man Commission. Unlike many other 
Commission proposals, this was not a recommendation which origi- 
nated within the Commission’s task force. This proposal originated 
within the Commission itself, at a Commission meeting. It was first 
proposed by one of the Commissioners, Congressman Chet Holifield, 
Democrat from California, and was accepted by his 11 colleagues. 

It is important to make perfectly clear that the Hoover Commission 
did not intend this recommendation to be a criticism of the Home 
Loan Bank Board or the system which is operated under its broad 
supervision. Both the Commission and the task force expressed ap- 
probation of the Home Loan Bank Board, particularly its program of 
mutualization. 

Rather, this is a matter of proposing checks and balances within 
the present framework of government. The Commission’s idea was 
to institute a system similar to that whereby the Federal Reserve 
Board governs the banking system and the Federal Deposit Insurance 
Corporation has responsibility for the inspection function, the pro- 
tection of the depositors—which in the instant case would be the 
public shareholders. 

Generally speaking, this system of placing an Inspector General in 
a place outside the chain of managerial command has been widely used 
among the agencies of government, specifically in the military depart- 
ments and in the postal service. It is used by the British banks in 
their farflung branch operations. 

Previous witnesses mentioned the element of surprise in the case of 
these investigations. What the British do in the big banks like Bar- 
clay’s where they have hundreds and hundreds of branches, is they 
operate very widely on the — investigation basis. What they 
do is to call up the manager in the middle of the night and say, “Here 
we are. Where are the keys?” And they go in the bank and com- 
plete the inspection, and do not let him in the place at all until the 
inspection is complete. 

Senator SparkMAN. The British examiners keep it closed even dur- 
ing banking hours? 

Mr. McCormick. Yes, sir. 

Senator SparkMAN. They keep it closed until they are completed ? 

Mr. McCormick. Yes, sir. Often until it is inspected and they get 
it over with. It is a pretty practical way to do it although it could 
cause considerable inconvenience. 
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We offer no specific criticisms of the way the system here in this 
country is presently operating. Our views are toward the principle, 
toward the future. 

I think also it would be unfortunate to throw around as the princi- 
pal evidence the serious defalcation which occurred in Norfolk, Va., 
just as it would be to blame banking authorities for the defaleations in 
the bank which recently collapsed in Ellenville, N. Y., with a deficit 
of $1 million. It is an important case, but you cannot really blame 
banking authorities for defalcations of this sort. They will, of course, 
occur. Such occurrences will take place wherever large sums of 
money are entailed. The principle we support is designed to dis- 
courage such action by administrative means, by proper allocation of 
responsibility. 

There is today no evidence of any large-scale mismanagement, 
scandal, or anything like that, siboush obviously there was misman- 
agement in Norfolk. Experience shows that the need for such a 
system as we propose does not show up usually in the banking complex 
when a country is at a high level of prosperity. The need showed up 
rather seriously in the commercial banking system in 1907 and during 
the 1930’s. It may at some later date occur in housing. 

We believe the separation principle is sound. The banks are now 
charged with the managerial function. In such cases, it is very often 
considered wise to separate out the inspection function, or policing 
function, especially where large sums of money are entailed. The 
existence of such a separation creates administrative means which 
discourage persons from making human mistakes. 

The reasonable administrative check we propose would entail no 
expense on the taxpayer. It might entail a modest expense on the 
institutions themselves. We can, therefore, understand their objec- 
tions to it. Nevertheless, we favor the separation as being in the 
public interest. 

Senator SparkMAN. Mr. McCormick, it might be well for the record 
to show at this point that Congressman Holifield and also the Comp- 
troller General were both invited to appear and testify before the 
committee on this matter. 

Mr. McCormick. Yes, sir. 

Senator Sparkman. Unfortunately those gentlemen could not find 
it possible to be here. 

(The following letter was received from the Comptroller General :) 
B-128288 

COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, December 10, 1956. 
Hon, JoHN SPARKMAN, 
Chairman, Subcommittee on Housing, 


Committee on Banking and Currency, 
United States Senate. 


Dear Mr. CHAIRMAN: This letter is in reference to the recent informal advice 
by a member of your subcommittee staff that hearings will be held on December 
18 and 19, 1956, relative to the separation of the Federal Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation. 

We appreciate the invitation to testify at the hearings but believe that we | 
have no further information to submit in addition to that already submitted 
with our letter of September 24, 1956, in which we make no recommendation 
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on the proposed separation of the two agencies. However, representatives of 
the Office, in addition to the representative now on detail to your subcommittee, 
will be available for such further assistance as you may desire. 
Sincerely yours, ' 
JOSEPH CAMPBELL, 
Compiroller General of the United States. 

Senator SpaRKMAN. Are there any questions of Mr. McCormick? 

Mr. Casu. I would like you to expand this principle a little bit, 
Mr. McCormick, because it escapes me. You are speaking of develop- 
ment for the future and saying that this proposed separation is sound, 
and particularly when the banking community experiences other than 
prosperous times. 

Mr. McCormick. Yes, sir. 

Mr. Casu. But what is the principle? 

Mr. McCormick. The principle is that your protection of the deposi- 
tors is separated from the managerial function, which is the making 
of the loans which brings in the income. 

Mr. Casu. Let me stop you right there. What is there about the 
Home Loan Bank Board which has to do with the making of loans? 

Mr. McCormick. The banks themselves make loans to savings and 
loan institutions, which make loans to the public. 

Mr. Casn. But the Home Loan Bank Board, which is what you 
propose to separate from the Insurance Corporation, does not make 
loans. 

Mr. McCormick. But that is where your responsibility is, though— 
at the top. It funnels all the way down. 

Mr. Casu. You mean that policies for the credit system originate 
with that Board ¢ 

Mr. McCormick. That is right. And the policies for the inspec- 
tion would presumably originate with the Board rather than in two 
separate places. 

Mr. Casu. You illustrate this by comparing the Federal Reserve as 
being separated from the Federal Deposit Insurance Corporation. 
That is one situation given to illustrate the principle in operation. 

Mr. McCormick. Yes. 

Mr. Casu. But I understand that the FDIC as a practical matter 
does not go into a Reserve member bank. 

Mr. McCormick, I do not know. 

Mr. Casu. They accept the inspections or examinations made by 
the Reserve system. 

Mr. McCormick. I do not know. 

Mr. Casu. So that no actual separation, as I understand it, exists 
in the Federal Reserve System. 

Mr. McCormick. I am not familiar with that. 

Mr. Casu. Is that your understanding, Senator? 

Senator SparKMAN. That is my understanding. 

Mr. Carrer. Mr. McCormick said something which confuses me in 
your statement. You are talking about separating the inspection 
function. There are two separations we are concerned with. One is 
separating the Board from the FSLIC and the other is separating— 
~ you call it inspection and I have been calling it the supervision func- 
tion of the bank presidents. To which one of those were you address- 
ing yourself? 

Mr. McCormick. There are two functions. One is what you call 
the managerial function, which is the lending of money in the proper 
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administration of loans, both from the banks to the savings and loan 
institutions, and from the savings and loan institutions to the public. 
That is a line managerial function. The second function is the func- 
tion of the inspection or examination, or whatever you want to call it. 

Mr. Carrer. Supervision. 

Mr. McCormick. Which is the protection of the general public. 
That is quite a different function. And, just as for example in the 
Army they have the inspector general who is completely separate 
from the line—— 

Mr. Carrer. Are you aware that the staff report recommended that 
the supervisory functions be separate from the management func- 
tions, if you can call the bank president a management function ? 

Mr. McCormick. Yes. I am, of course, by my letters of marques 
somewhat bound to the Hoover Commission’s specific proposal, which 
is only 20 words, but I certainly think the basic thing you are getting 
at, the principle, is the important thing. The separation. So that 
you do not have a man who, in the case of a bank, be it in Pittsburgh or 
Cincinnati, or Greensboro, or anywhere else, a man who is in charge 
of the inspection function, who is in effect beholden for his job to 
the people whom he is inspecting. I do not think it is a sound 
principle. 

Mr. Carrer. This is somewhat confusing to me because I previously 
understood the Commission’s recommendation had to do with Re- 


organization Plan No. 2, which dealt with the separation of the FSLIC 
from the Bank Board. 


Mr. McCormick. Yes. 

Mr. Carrer. What you are talking about now has nothing to do 
with the separation of the FSLIC from the Bank Board. 

Mr. McCormick. Certainly it does. It is what you would call the 
middle management. You have your top management and middle 
management, which is the bank 

Mr. Carrer. No. Even Reorganization Plan No. 2 would not have 
done what you are recommending—what we are recommending here 
today. 

Mr. McCormick. How you do it is a matter of detail. Whether 
you do it by having a technical chain of command, of inspectors in 
the bank, or procedures set for the inspectors, or a separate inspection 
service system is all immaterial. The separation of function at the 
level of the banks can be accomplished by various methods, but the 
basic separation must occur at the top I would think. 

Mr. Carrer. I feel that you could have enacted Reorganization 
Plan No, 2 and still not have separated, as you call it, the inspection 
function from the management function. 

Mr. McCormick. If you separate out the responsibility you have 
one group responsible for protecting the depositors and another group 
responsible for the stability of credit and the promotion of housing. 
It would just, by having the top people having a different line of 
seaponedilit , lead eventually to some separation there. 

It is bound to, I think. Their responsibilities under their oaths of 
office would be different. 

Senator Sparkman. You refer to managerial capacities of the 
Board, and you confined that to the setting of policies relating to loans 
and receiving of savings, I presume. en you speak of the other 
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as being what I would think of as supervisory or examining, I believe 
you called it. 

Mr. Carter. Inspection. c 

Senator SparkMAN. Inspection. In that it is your purpose to in- 
clude in what you call the inspection function the management of the 
insurance end of it. Is that right? 

Mr. McCormick. Yes, sir. ; 

Senator Sparkman. In other words, where you speak of managerial 
functions, it seems to me that handling the insurance is a managerial 
function too. To my way of thinking it would not be included under 
the term “inspection.” 

Mr. McCormick. Yes,sir. Iam afraid I did not express it clearly. 
I am thinking of the chain of operating command from which very 
often this function of inspection is kept separate for reasons of safety. 
I did not express it clearly. 

Senator Sparkman. I gathered that from what you referred to as a 
protection of depositors. 

Mr. McCormick. Yes, sir. 

Senator SparkMAN. Did you feel that Reorganization Plan No. 2 
followed the recommendation of the Hoover Commission ? 

Mr. McCormick. I am really not too familiar with that plan, sir. 
The experts who looked at it felt it did, but it was not too well drafted 
is the impression I got. 

Senator SparkMAN. Of course, the Hoover Commission Report 
says: 


That no person be permitted to serve as a member of the Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation at the same 
time. 

If I remember Reorganization Plan No. 2 correctly, the chairman 
of the Home Loan Bank Board was to be a member of the Board 
of Trustees of the Insurance Corporation. 

Mr. McCormick. To that extent then it would not be consistent. 
Unfortunately my research director who kept track of that plan has 
left since then so I am not familiar with the details of plan 2. 

Senator Sparkman. Were you here yesterday ? 

Mr. McCormick. No, sir. 

Senator Sparkman. The Budget Bureau on yesterday indicated 
that it would be pleased, or would be satisfied with legislation which 
might follow somewhat the line that was recommended by Mr. Slipher 
a few minutes ago when he testified, in setting up four divisions to 
carry out executive functions under the policymaking of the Board. 
Do you have any comment on that? 

Mr. McCormick. Yes, I would have a comment. It seems to me 
that would be a very considerable answer to the whole problem. It 
does not perhaps isolate off the credit situation such as the rapid grow- 
ing rate of deposits in proportion to reserves. That is a policy matter, 
but certainly I think it could be done as it is in farflung banking 
institutions like the First National City Bank. It could be done 
under the same board of directors. It would not get into the credit 
implications as much perhaps as a complete separation would. 

Senator Sparkman. Here is the thing that has rather puzzled me. 
You say this did not come up from the mission’s task force; that 
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this proposal was offered or suggested in the Commission itself. But 
the Task Force on Lending Agencies had this to say: 


The Home Loan Bank Board is not a lending agency. It is primarily a regu- 
latory body, concerned with a specialized segment of the private banking and 
credit field and as such it has no common bond with the Government-sponsored 
welfare or home-mortgage-insurance activities. It supervises a system of pri- 
vately owned Federal home-loan banks, and their member institutions which are 
local thrift and home-financing institutions of the savings-and-loan type. Also, 
it supervises the Federal Savings and Loan Insurance Corporation. This ap- 
pears to be a natural grouping of functions which requires no change. 

I was under the impression that there was a contradiction and I 
thought I knew where I could find it. That is the language taken 
from the task force. I have always been puzzled that this would 
come out of the Commission—a brand new thought suggested there— 
whereas this was allowed to stand in the report of the task force. 

Mr. McCormick. The Commission gave the instructions to the task 
force to come up with whatever proposals the task force found wise, 
but it did not necessarily agree with the task force. That is all. 

Senator Sparkman. But you know the task force ordinarily was the 
group that really dug into these things, whereby a suggestion a 
into the Commission could be acted on rather quickly without muc 
consideration. To be perfectly frank with you when I learned that 
this came out of the Commission, and knowing some of the troubles 
that some of the savings and loan associations out in California were 
having right at that time, and some of the agitation that grew out of 
that, I wondered if this might not have been one of those sudden im- 
pulsive thoughts that did not receive the digging in and real considera- 
tion that the task force must have given it. 

Mr. McCormick, I cannot answer that because it was unanimous. 

Senator Sparkman. No. None of us can. That can only be con- 
jectural. But at the same time I wanted to say the thought did sug- 
gest itself to me. Furthermore, the task force said : 

Except for the general recommendation on management presented earlier in 
this report, the task force has no recommendation to offer with respect to the 
organization and operation of this mutual-insurance trust, i. e., Federal Savings 
and Loan Insurance Corporation. 

Those were recommendations made by a group that had been as- 
signed to study this matter and to study it hard—and I assume that 
they did do so. I do not ask you for any comment, but I simply sug- 
gest that because I can say to you very frankly it had considerable in- 
fluence on me. 

Mr. McCormick. Yes, sir. 

Senator Sparkman. Are there any further questions? 

(No response.) 

Senator Sparkman. Thank you very much, Mr. McCormick. We 
appreciate your appearing before us. I will say the record will be 
kept open for a few days for additional testimony or statements that 
might be included. 

This concludes the hearing and the committee is adjourned, 


(Whereupon, at 12:40 p. m., the subcommittee adjourned.) 
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